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INTRABLOC AFFAIRS 


Polish Press Views Economic, Social Issues of 
Bloc Neighbors 


Romanian Family Policy, Debt 


26000638 Warsaw KONFRONTACIJE in Polish 
No 5, May 8Y pls 

[Arucle by Zbigniew Zbikowski: “Without Debts in 
Romania’ } 


[Text] It was announced on television that Ireland and 
Belgium are the only European countries that have a law 
against abortion. This is incomplete information. Roma- 
nian law also absolutely prohibits abortion, and Roma- 
nian women are threatened with many years of incarcer- 
ation for such an act. Moreover, it is not possible to 
obtain any contraceptives legally in Romania, as if there 
iS a State injunction to produce children. A physician 
caught tor the second time performing an abortion faces 
the death penalty 


Our favorite way of writing about Romania ts to cite the 
Romanian press literally, especially the paeans in praise 
of President Nicolae Ceausescu and his wife Elena, the 
second citizen of the state, a faithful companion, fearless 
fighter, etc. [passage deleted trom original text and 
replaced with notation: Law of 31 July 1981, “On the 
Control of Publications and Exhibits, Article 2, Point 3 
[regarding foreign policy of the PRL and its alles] 
(DZIENNIK USTAW No 20, item 99, revised 1983, 
DZIENNIK USTAW No 44, tem 204)]. Naturally, this 
country is not only European, but also a member of the 
RWPG [Council for Mutual Economic Aid (CEMA)}] 
and the Warsaw Pact. However, the processes occurring 
in the socialist countries, especially Poland, the USSR, 
and Hungary, are causing Romania to differ more and 
more with its partners in its sociopolitical system, and 
become closer in this respect to Albania and North 
Korea. 


The demographic policy of the Romanian leadership 1s 
directed towards achieving as high a birthrate index as 
possible. The trouble 1s that women, especially well- 
educated ones, do not want to have lots of children. In 
order to limit secret abortions, the government intro- 
duced mandatory periodic gynecological tests. A woman 
whose physician confirms pregnancy, 1s obhgated to 
Carry 1t to term. Couples without children are called in to 
professional umions for consultation, and a physician 
also talks with them. Childless people have a deduction 
from their salary. 


Even so, the birth of a child is an act of courage. Because 
it may happen, for example, that there is insufficient 
light during the delivery. The entire country 1s included 
in power shutdowns, and there are no exceptions. If a 
newborn survives for two weeks, it is registered on the 
list of newborn children. Because of this, the infant 
mortality index can be maintained at an acceptable level. 
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But a woman whose baby died at birth. or a tew days 
after birth, is expected to become pregnant again 


Keeping a newborn alive brings other problems. How 
does one teed it? There is a shortage of milk, eggs. 
vegetables, meat, even bread. One can be arrested tor 
having more than two-weeks worth of food stores. The 
well-supplied shops trom the period of “teasting” on 
foreign credits, analogous to the early seventies in 
Poland, comes to mind like a pleasant dream 


The land is entirely collectivized, but there is a labor 
shortage On State agricultural farms. Agricultural workers 
have their own plots, attached to the homestead, but the 
homestead’s animal and chicken farming are subject to 
such steep shipments, that practically their entire pro 
duce must be given to the State. and, theretore, such 
work 1s unprofitable for the villagers. The underted are 
also not very eager to work on a state farm. A certain 
engineer trom a Bucharest industrial tirm said that 
agricultural campaig: Ss, in which the entire staff drives 
Out to help with the tield work, are regularly organized at 
their plant. The workers and engineers, not knowing 
anything about agriculture, and not materially interested 
in this work, perform ut haphazardly, which ts a total 
loss, since, after all, the plant 1s standing idle during this 
time 


The “fraternal press” is generally unwilling to write 
about Romania's interna! problems; only the Hungarian 
press regularly publishes articles about the situation in 
its neighbor country. This is because it 1s mainly Hun- 
gary that bears the burden of helping ihe increasingly 
numerous Romanian refugees, primarily of Hungarian 
nationality. Another group ot extles, Romanian Ger- 
mans, called Schwabs, most often work their way to West 
Germany and West Berlin 


Government officials in Romania announced that the 
country will pay back all its debts this year. Having no 
foreign obligations, Romania will be able to start shifting 
its emphasis from exports to internal demands. How- 
ever, won't this country tall into the background of 
Europe? Even now, international economic and financial 
organizations are withholding aid, by reason of Roma- 
nia’s nonfulfillment of the Helsinki obligations. 


Czechoslovak Anxieties, Economy 


26000638 Warsaw KONFRONTACJE in Polish 
No 6, Jun 8Y p 19 


[Article by Zbigniew Zbikowski: “Czechoslovakia: Flaws 
and Cracks’’| 


[Text] When those opposed to the building of a large, 
new air-polluting coking plant in Stonawa held a dem- 
onstration in Cieszyn, traffic was also jammed on bor- 
dering streets in Cesky Tesin, across the Olza from 
Poland, and vocal music flowed from loud speakers. The 
press later wrote that the demonstration was unsuc- 
cessful, and that Solidarity torced small children to don 
gas masks 











~~ 


After Hungarian television interviewed ‘ormer First 
Secretary of the Czechoslovak Communist . arty Alex- 
ander Dubcek, who is now earning acompletely different 
appraisal in Budapest from that of the press authorities. 
the Czechoslovak side expressed official surprise at this 
provocation. Disturbing disputes in Prague are also 
awakening the intention of the Hungarian authorities to 
withdraw trom their original plans ot building a dam on 
the Danube in the Gabcikovo-Nagymaros region, in 
which enterprise the Czechoslovak side invested several 
billion crowns. 


Slogans affirming the perpetual fnendship of the USSR 
and Czechoslovakia are slowly disappearing trom 
Squares, Streets, homes, and lobbies. And vet, s-veral 
years ago, one could see such a sign attached to every 
pole on several streets. Blind imitation of foreign models 
has caused much harm in the past in many a nation: 
presently, Czechoslovakia 1s inclined to acknowledge 
this and does not want to follow in the footsteps of its 
large neighbor. Official spokesmen openly admit that 
their “prestavba” will not be a carbon copy of “pere- 
stroyka.”’ They will benefit trom “perestroyka’s” experi- 
ences only when it brings beneficial results. The Hradcan 
administration has a similar attitude toward the Polish 
experiments. 


Czechoslovakia undoubtedly has a higher standard of 


living than Poland. The shops are well supplied and offer 
a tolerable selection of goods: there are no queues. no 
shortage of beer, and, in addition, the beers are always 
properly chilled and foamy. Cars are sometimes bought 
Outright in the shops; one waits a fairly short time for an 
apartment (although they are expensive), and a home can 
be built by taking advantage of very easy credit. All this 
brings to mind, in certain respects, a continuation of our 
early seventies, before the fall, when debts were small. 
and the living standard rose. 


The period of “Czechoslovak prosperity,” seen on the 
background of its northern neighbor, tugged by contin- 
uous unrest, seems to be the best legitimacy for the 
present administrative team and its management course 
However, more and more flaws, revealing deep internal 
cracks, have been appearing recently on the hitherto 
smooth image of national life. 


[Passage deleted from original text and replaced with 
novation: Law of 31 July 1981, “On the Control of 
Publications and Exhibits,” Article 2, Point 3 [regarding 
foreign policy of the PRL and its allies], (DZIENNIK 
USTAW No 20, item 99, revised 1983, DZIENNIK 
USTAW No 44, item 204). 


The full anniversary of the passage in May 1969 of the 
“Directive of Realization in the Matter of Party Work 
for the Fourteenth Party Congress” was formally noted 
in the entire press, while the mentioned realization 
earned high official recognition. 


[Passage deleted from original text and replaced with 
notation: Law of 31 July 1981, “On the Control of 
Publications and Exhibits,” Article 2, Point 3 [regarding 
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toreign policy of the PRL and its allies}, (DZIENNIK 
USTAW No 20, item 99, revised 1983. DZIENNIK 
USTAW No 44, item 204)} 


The plan and central control dominate the economy 
there 1s a lack here of private property, even on a small 
scale. because, after all, private “digs” in the mountains 
and cars do not create a market. But in private und 
Official discussions, one may often hear the question 
“Soon this system will prove correct, so why change it?” 


Recently, a certain number of West European, mainly 
West German, goods have appeared in the food stores 
They are rather expensive, but they tind bus cvs. In order 
to diversify its trade offering, which has become impov- 
erished in recent years, Czechoslovakia—a country prac- 
tically without debts—negotiated a rather substanual 
credit in West Germany. She will pay it off, naturally, 
with a larger export, but still subsequent feasts will come, 
and the problem will resurface. One who has gone 
through a similar lesson watches this country, separated 
by mountains from the rest of Europe, with growing 
attention 


BULGARIA 


West German Expert Analyzes Bulgarian 
Developments 


Beleaguered Moslem Nlinority 


23000215 Frankfurt/Main FRANKFURTER 
1LGEMEINE in German 16 Aug SY p 3 


{Article by Viktor Meier: “The Pomaks Want To Join 
Turkey: Viktor Meier Reports on the Panicked Flight of 
Moslems From Bulgaria] 


{Text} Sofia, 15 Aug—Forests of firs and Scotch pines in 
brilliant green cover the steep slopes of the middle 
Rhodope Mountains around Smolyan, detween them are 
villages with imposing stone houses. Many of them are 
new, but even more of them are old, covered by slate 
roofs. The protruding balcony on the second floor char- 
acterizes them as houses occupied by Moslems. These 
are the so-called Pomaks, the Bulgarians converted to 
Islam 300 or 400 years ago. Their primary occupation 1s 
growing tobacco, which they also do privately. on a 
contract basis. Tobacco demands a great deal of care, in 
growing as well as in drying and curing. The storehouses 
covered by plastic in which the leaves are left hanging 
can be seen everywhere, near the houses. Tobacco culti- 
vation 18 alsu well-paid under communism, thus, the 
many new, solidly built houses 


But now, unrest has found its way into this mountainous 
area, which 1s almost idyllic in socialist terms. It was in 
the northern region populated by the Lurkish minority, 
the Razgrad-Shumen area, .»at ine exodus of Turks 
living in Bulgaria began at the end of May. According to 
the latest official figures, 270,000 persons have left the 
country for Turkey thus far. A total of 350,000 have 
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reportedly received permission to leave. One can add to 
this all the ones who have only apphed tor permission 


The wave of emigration 1s proceeding in a “rhythm” of 


approximately 4,000 persons a day 


In recent weeks, the urge to leave has visibly taken hold 
of the southern domiciles of the Turks around 
Kurdzhali. In the towns here, one sees touching fare- 
wells. Children and old people are put into cars that are 
loaded up to twice their height with household goous, 
including a conspicuously large amount of bedding, 
while relatives, and neighbors stand around lamenting. 
Once in Turkey, they are unlikely to see each other again, 
since everyone uSually goes first to their relatives or 
triends, ‘-attered throughout the entire country 


The emigres call themselves Turks and speak Turkish. 
The reason that they give tor their departure, which 
almost has the character a mass exodus, 1s that they were 
forced to do so by the famous 1983-84 campaign to 
change their names, which was conducted by the police 
using brutal means; that they are allowed to practice 
neither their religion nor the customs and conventions 
that constitute part of their identity; that they even taced 
sanctions tor speaking Turkish on the street or anywhere 
else in public. Better to get a fresh startin Turkey as poor 
but free people, they say 


Since the violent name-changing campaign in late 1983, 
Bulgaria has officially maintained that there are n 
Turks within its borders, only Islamized Bulgars. This 
contradicts al! the historical documentation and official 
accounts, including statistics prior to this time. It also 
contradicts the sense of identity of the persons in ques- 
tion. In the meantime, official Bulgaria in practice has 
had to concede that its thesis 1s untenable. Specifically, 
there are indeed Islamized Bulgars, the Pomaks, who can 
be found first of all around Khaskovo and Kurdzhalh, 
mixed in with the Turks, and then further west, in the 
mountains near Smolyan, in increasingly isolated num- 
bers. Now, these people suddenly want to leave their 
beautiful homeland too, saying that they are no more 
allowed to retain their identity, of which the Islamic faith 
1s a critical element, than the Turks are. They reportedly 
have scant opportunity to practice their religion. How- 
ever, the Bulgarian authorities are not issuing exit visas 
to the Pomaks, at least not yet. One Pomak interviewed 
thought this was outrageous: “They say that there are 
only Islamized Bulgars, and now they are suddenly 
discriminating against us. But we have the same religion 
as the Turks, we live together, we have the same mosques 
and the same lifestyle.” An atmosphere of veiled fear 
covers the entire region. Police checks are frequent, and 
many people are strangely taciturn. 


The Pomaks, at least those of them who want to leave 
Bulgaria, want to emigrate to Turkey just as the Turks 
do. Do they speak Turkish? “A little” 1s the embarrassed 
response. Embarrassment can also be seen at the Turkish 
Embassy in Sofia when the conversation turns to the 
Pomaks. Turkey, the response goes, 1S acting not as a 
Moslem, but rather as a laicistic and national Turkish 
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State. Turkey's borders are open to Turks, they say 
Within the framework of the resettiement agreement, 
Turkish officials continue, they had occasionally 
“looked the other way” between 1968 and !978 or 
otherwise in the case of applications, especially where it 
involved reuniting a family. This policy will reportedly 
continue, but a mass movement of Pomaks to Turkey 1s 
inconceivable. After | September, when the new pass- 
port law goes into effect in Bulgaria, establishing a 
certain legal might to a passport, the problem of the 
Pomaks will be further clarified 


What is curren ly taking place in eastern and southern 
Bulgaria is a bad thing. Bulgaria has |0 million inhabit- 
ants. The number of Turks 1s given as 900.000: there are 
reportedly between 200,000 and 300,000 Pomaks. If all 
of them were to gO away, some areas of the country 
would become an economic no man’s land. The tactories 
can scarcely continue to function, agriculture is on the 
decline and the forced urban renewal efforts reminiscent 
of those conducted by Ceausescu in Romania, such as in 
Shumen, are pointiess and will lead to urban wastelands. 
The standsull is already being noticed in many places. 
The entire country 1s suffering. 


The Bulgarian population is watching the departure of 
the Turks without hatred, but with horrified surprise. 
“How can they give up their houses, their villages and 
their communities overnight to move to an uncertain 
foreign land?” someone asks. But the Turks in Bulgaria 
do not talk about a foreign land, but rather a homeland. 
They want to be Turks, and are afraid that perhaps they 
have missed their last opportunity before the frontiers 
are closed again. Their flight 1s a panic reaction, we are 
told. That could be true. But at the same time it ts due to 
the total fiasco of the Bulgarian regime’s policy. The 
official line in Sofia is that a wave of emigration to this 
degree was not expected when the borders were opened 
at the end of May. There ts also dark talk of “mistakes” 
that were made. Just behind such talk are the vague 
outlines of the problem of responsibility. The first efforts 
to find scapegoats are being feit. And they will be found: 
Perhaps in current Minister of Internal Affairs Stovanov 
{as published—Georgi Tanev is currently Interior Min- 
ister], who was the party secretary in Kurdzhali in 
1983-84: or in Politburo member Kubadinski, who ts 
attributed “operative responsibility” for the forcible 
name-changing campaign. Still, any campaign from that 
era, as well as the repressive, Stalinist policy on religion 
that nas been in effect for decades, was clearly planned, 
decided on and carried out under the political leadership 
of Todor Zhivkov. 


Exodus of Ethnic Turks 


23000215 Frankfurt/Main FRANKFURTER 
ALLGEMEINE tn German 18 Aug 8Y p 12 


{Article by Viktor Meier: “Suddenly, Mass Exodus: The 
Emigration of Turks From Bulgaria Is Now Proceeding 
With a Certain Degree of Regularity} 


[Text] Sofia, August—The two cities of Razgrad and 
Shumen, in northeastern Bulgaria, are provincial cities 
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with around OO OOO inhabitants. H I hese W 


c iu i 4 
Turks. In Razgrad. every trace of Oriental charm has 
made way [or the socialist frenzy tor renew; WIth Its 
unitorm blocks in umitorm gray: in Shumen, the process 
1S about to be completed. Despite the large number of 
Turks. one scarcely hears Turkish spoken on the street 
Nor is there much evidence of the officially vaunted 
treedom of religion. In Razgrad. there are no pub 
mosques, in Shumen there 1s one. The office of the mutt 


in Shumen is closed, and in the block behind 


someone tells us that the “Moslems —that 1s 


dignitaries—live, we ring at their doors a\ 
itiow the Unrest Began 
In the two cities, 1$5.000-20,000 “Moslems —meaning 


Turks—have already lett. we are told. We ask some ot 
the others whether they too would like to lea Phe 
answer 1s “yes.” In Shumen, the unrest began in May 
which prompted the Bulgarian leadership on 29 May 

issue passports to the Turkish population and to der 


that Turkey open its trontiers and torego the visa pr 


cess. In Shumen, there was death and injury. while 
Razgrad there was supposedly only a “rally” of Turks 
The Bulgarian authorities spoke of “provocateurs”: thes 
arrested some of these “activists put them on the next 
fight to Vienna or Belgrade or sent them direc to 
Turkey once the tronuer was open. It is possible ‘0 stat 


with certainty that the first few thousand Turks were 
torcibly expelled. That was when the “voluntary” mass 
movement began. Initially, the Bulgarian authorities 
seemed to believe that it would remain a small “shift 
they boasted rather cynically about their new-found 
“generosity” as a result of the Vienna conterence. and 
announced that they would go ahead and put the pass 
port law planned tor | September into eftect now 


Their cynicism 1s gone, because the intended “letting off 
of steam” became a mass exodus. The Turkish towns in 
this area, which are easily recognizable by the houses and 
gardens, project an eerie effect in their desolation. In one 
of them we find several people who have stayed behind 
They all have their passports, they say. and are waiting 
tor orders to leave, by bus and train. In the meantime 
they say, the wave of emigration has become “orga- 
nized.” They will all leave their houses behind with their 
goods; they are indifferent, they say. because they regard 
everything as lost. Out of 400 people in the village. only 
SO are left, mostly Gypsies or the old and intirm. In 
addition, there are the sons subject to conscription, thus 
between |7 and 21 vears old, have to stay behind and 
perform their military service: perhaps they could look 
after the property left behind 


Since the Turks generally do not spend their military 
service in combat units, but rather tn construction bat- 
talions, this is the equivalent of a nearly 2-year sentence 
of torced labor. And after that, one would have to see 
Wanting is difficult 


about military service in Turkey 
since nothing works any more. the town store 1s closed 
the buses no longer run, and the kolkhoz store is kept 
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through a sort of “ecimergency service.” Bul- 
rar tos h] ary rt ! > ‘he rp 
— badil STUGENILS PUDIIC SeTV ants and teacners ail reed 


to work the land, and many Turks as well are told that 
1 receive eir passports once ey Nave 
ympleted a certain amount of work. in particular get- 


ling in the narvest 


in many towns, the COMmMuNIS!L Party secretaries were 


lirst to 
mate that the paity organization has broken down in 


among the request passports: people in Sotia 
some areas. Everywhere, we hear the same justification 
tor the desire to emigrate: The forced changes of rames 
net > ari thing * + + , > , 2c? ] 
and everything that has to do with the ancestral 
testvle of these people 
In Sofia, we are told officially that the people who 
leave the country as “tourists” remain Bul- 
garian citizens and have tree access to their property in 


Bulgaria at any time. How this will work out in practice 


formal 


remains to be seen Already one sees entire Gypsy cians 
prowling through the abandoned houses, with no signs of 
a guard. And then there ts the problem 0? the social 
security rights of divided tamilies and the dual citizen- 
ship that these people will have. All of this would make 
¢ conclusion of an agreement between Sofia . nd 
Ankara urgently necessary. At the Ministry of Foreign 
\tiairs in Sofia, we are told that they would “never 
accept an agreement that would give Turkey the mght to 
decide which and how many people tt wouid accept from 
Bulgaria. That is an “internal affair” of Bulgaria. If it 
wants to, Turkey should close its borders; then, the 
essence of its “propaganda” would be exposed 


No Food and Water 


At the Bulgarian Ministry of Internal Affairs, which 1s 
directly involved in what 1s going on, people are a little 
more realistic. Naturally, they say. there are a host ol 
new problems that must be settled somehow, and “nat- 
urally” there is communication with authorities in 
Turkey. The first consequence of this is that emigration 
iS now proceeding with a certain degree of “regularity.” 
For the retugees at the moment, however, the process 
seems to involve additional burdens. If they are going by 
car, they are held tor 2-3 days in “holding camps,” 
isually in the woods. They are then allowed to drive to 
the border, where they gencrally have to want another 2 
or 3 days, sometimes longer 


At the Malko Turnovo border crossing. we see around 
300 cars wa'ting, three abreast, in the parking lot usually 
reserved tor trucks. filled with people and furniture. 
including children and old people, all in the blazing sun 
There 1s one first-aid tent and some portable torlets, 
hardly enough tor so many people. We are grudgingly 
permitted to talk with the refugees for a few minutes 
They are from Dobrudja, they say, and have been on the 
road now tor more than a week. They have been told that 
they will be able to go tomorrow. At that point, they sull 
tace the border customs procedure 


For durable consumer goods, such as television sets, 
people must pay up to 300 percent of the value in 
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Bulgarian export duty, for the car, they mus! leave 
behind a “deposit” amounting to 2U percent of its value 
The amouni of cash that can be taken out 1s 500 leva, or 
$50. The Bulgarians have reportedly changed their posi- 
tion several times. The first wave was scarc-ly permitted 
to take along hand luggage. while the second wave could 
take at least that much. Then, they were generous for a 
certain period, while now they demand horrendous 
custom duty and “deposits.”” which often eat up all of the 
emigrants’ savings. The rea:on tor this is probably the 
resentment felt by the Bulgarian population, which sud- 
denly realized that the Turks had “a lot of money” in the 
bank or in their stockings. With that money, they sup- 
posedly bought out stores and took cheaply acquired 
refrigerators or televisions with them 


Up in the Rhodope Mountains, where the wave of 
emigration first began. cars with Turks in them are 
simply stopped on the streets and instructed to park on 
the side of the road. Here there are no facilities; there 1s 
no food or water. In Sofia, we are told that people are 
being given a “reasonable” departure date, bul many 
have gotten under way earlier because they are afraid 
that the border will be closed. The result is total contu- 
sion. Turkey, they say, does not always live up to 
agreements either. For example, 1" allegedly promised to 
keep its Malko Turnovo crossing open for refugees until 
8 pm. But now, it 1s “closed” at 5 pm 


HUNGARY 


Youth Leader Stumpf Discusses Career 
25000230b Budapest OTLET in Hungarian 


30 Mar 89Y p 46 


[Article by J. D.: “Youth Researcher”] 


[Text] “A closed community, and a rigid system of 
norms—these are the determinant experiences I recall 
from Hercegkut, the small village with hardly 1000 
inhabitants where I spent my youth. Later at Sarospatak, 
during my high school years. | had my first opportunity 
to step beyond the bounds of village life.” remembers 
Istvan Stumpf, a young researcher at the Institute of 
Social Sciences. “I did not board at the school, and | 
spent a good part of my time before the bus left at the 
Patak Reformed Library. This is where I had my first 
great reading adventures.” 


After his graduation he went to Pest where he became a 
law student. But the collegiate activities led by Laszlo 
Keri exerted an even greater influence on him than his 
university studies. The element that school, as an insti- 
tute of mass instruction, was unable to provide, the 
collegiate community modeled on the pattern of the 
Rajk Professional College attempted to supplement 


“The deficiencies of high school education and the 
one-sidedness of university education did not allow us to 
derive a compre*ensive view of history. The instruction 
at the professional college attempted to fill this void 
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where a picture of a new intellectual model was outlined 
We educated ourselves in self-motivated groups of 20- 
30. This is where we first got acquainted with the Bibo 
philosophical system. We debated the works of Max 
Weber and other thinkers: we even analy zed news broad- 
casts aired between 1945-48. Thus, tor me it was not the 
university but the professional college on Budaors Street 
that represented t e tundamental!l schooling tor 
becoming a citizen. a politically aware individual, and a 
protessional.” 


After receiving his degree in 1982 he remained in the 
capital city. He obtained a teaching position with the 
university's State and law theory department. His rela- 
tionship with the college also remained unbroken. In 
19° » he received a mandate to establish and direct an 
independent professional law college. He also began his 
scholarly research, he is especially interested in the 
relauonship between youth and politics. His youth 
research work conducted at the MSZMP [Hungarian 
Socialist Workers Party] Institute of Social Sciences was 
not, however, surrounded by unmitigated success. Many 
were offended at the critical edge to his work. 


Two other significant events are connected to this time 
period. One is that he completed his ELTE [Lorand 
Eotvos University of Arts and Sciences] sociological 
degree, and the other 1s of a pe .onal nature. Istvan 
Stumpf has the following to say about these years: 


“My life unfolded in a particular way since the chal- 
lenges of starting a career and founding a family were 
crowded into a relatively short period of time: I feel that 
ine stamina brought from the village environment 
helped me through this difficult period. I was a student 
and a teacher at the same time; | participated in discus- 
sions stretching into the night, and | even had a family.” 
The direction of the college also required a lot of energy. 
First, great emphasis had to be placed on maintaining 
the autonomy secured from the university with great 
difficulty, under changing circumstances. A source of 
conflict was that increasingly radical groups with polit- 
ical overtones had developed within the college. The 
group composed of the mumbers of the old professional 
college. as well as the above-mentioned radical core. 
adopted a model contrary to the traditional university 
teaching model, which regards law as a norm that is not 
the instrument of power but is embedded in social 
processes and as such 1s the guarantee of citizens self- 
organizing processes. This view places civil behavioral 
norms in the forefront, which opens a path toward the 
constitutional state and subordinates the role of the 
lawver to it. 


“In the mid-eighties these views were still considered 
oppositional. It 1s not coincidental that when this view- 
point was aired in our journal, CENTURY END, the 
powers that be disapproved. Party disciplinary action 
was also initiated against me: | was almost thrown out of 
the party.” 
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Last autumn Istvan Stumpt resigned trom the director- 
ship ot the college During his 5 years ot leadership 
significant progress has been made trom both a protes- 
sional and a financial standpoint. as well as the function 
it plays in political lie. However. he decided to devote 
his time from then on to research work. But the orga- 
nizing of the MISZOT intervened 


“As a leader in college | became involved in organizing 
the Youth Committee of the National Front. It was 
around this time that the idea of establishing a national 
youth interest coordinai:ng forum was raised. I sup- 
ported this idea on the corditior that the new torum 
should not be just another body in which the member 
groups lost their individual identities. As a mater of 
fact. the most important point was—I thought then and 
now—that organizations with clear profiles should rep- 
resent the different viewpoints appearing in youth c:r- 
cles. During the transition period the appearance ot 
nany tensions was anticipated. If we could create the 
forums of cooperation we would provide a civilized 
forum tor these manifestations. | consider this willing 
ness tor cooperation even more important than the 
interest representation function.” 


This goal was successtully achieved in the MISZOT 
under the leadership of Istvan Stumpf. The leaders of the 
movement and intellectual groups sat at the negotiating 
table. The organizations representing the most diverse 
views of the youth received a place on the council, which 
acted as the parliament of the vouth. All this 1s a worthy 
example, since in Hungarian political life there is not a 
single similar interest representation forum which could 
encompass such a diverse political scale 


In the tumult of the events Istvan Stumpf often had little 
time to pursue research work. However, with the expi- 
ration of his |-year presidency he would like to immerse 
himself in scholarly work. In the meantime youth 
research has become the ascending branch of sociology 
The research experiences he gained here led him to 
intensively study the correspondences involved in 
becoming a political leader and the sociological charac- 
teristics of the development of institutional and personal 
relations. In a research project he has just started he 
examines party relations and the particularities of the 
nomenklutura 
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Hupalowski on Supreme Chamber of Control's 
Role in Sejm, Councils 

26000630 Warsaw RADA NARODOW 4 in Polis 

Vo 25, 24 Jun 8Y pp 4-5 


[Interview with Gen Tadeusz Hupalowski, president 
Supreme Chamber of Control, by Malgorzata Pom)- 
anowska: “The Control Framework of the Parliament” 
date and location not given! 


[Teat] [RADA NARODOWA] “We have no more 
important or more urgent task today than saving our 
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reversing untavorable trends in the Polish economy 
les in the consistent. persistent implementation of eco- 
nomic reform. | shall not enter any deeper into this 
subject. since this interview ts supposed to cover ¢ 
topics. However, | would merely Ike to emphasize 
interdependence between sociopolitical retorms and eco- 
nomic retorms. I said in the Seym that the changes taking 
place in social and political lite will be permanent and 
constructive in nature only when they are based upon a 
solid foundation in the Polish economy. Pol:tical and 
smion pluralism alone do not automatically increase 
management efficiency if such piuralism ts not cemented 


by the primacy of work 


eve 


[RADA NARODOWA! This means that econom: 
retorm issues are central to the interests of the NIK 
which seems to be associated with the functions | 


, ’ 
parliamentary control 


1 have the impression that in the 70 vears of the existence 


of the NIK as an organ of executive control, its basic 
tasks have not changed. but have merely been exten- 
sively modified according to the changing functions of 
the government. What does this mean” 


{Hupalowski] Above all, 1t means that the work of the 
NIK is developing within the tramework of the leader- 
ship. the legislative and the control functions of the 
Seym. This institution was appointed tor the financial 
economic and organizational-legal control of the work of 
all organs of the state administration—supreme, central 
and local as well 

However, | cannot agree that changes made during the 
interwar period consisted merely of “extensive modifi- 
cations.” Under present conditions, the scope of opera- 
tion of the organ of parliamentary control ts consider- 
ably broader. encompassing not only the financuial- 
budgetary sphere of operation, but also the entire range 
of economic-organizational issues of state operation and 
of the management cf the national economy. These are 
essential differences in spite of similarities in situation 
and organization 


The raison d'etre of the NIK 1s expressed in the presen- 
tation of professionally validated remarks. opinions and 
recommendations regarding the operation of the state 
administration and the national economy to the parlia- 
ment, its bodies and the people's councils. These mate- 
rials are useful in the Seym’s determination of a strategy 
for social development, as well as in assessing whether 
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execulive-management bodies intend to use the proper 
paths to implement this strategy 


While performing its legislative functions of parliamen- 
tary control, the NIK also tries to work together etfi- 
ciently with the government and its organs. All reports 
on the results of more important checks are presented 
not only to the Sejm, but also to interested members of 
the government, who are thereby accorded the possi- 
bility of using constructively the findings and the recom- 
mendations of the inspection. And such opportunities do 
exist. since the description of the status quo given in the 
inspection materials 1s accompanied by an analysis of its 
causes, that sometimes go way back, and the dimensions. 
proportions and effects of irregularities. As a result. the 
assessment of governmental activity made by the Sejm 
can take into consideration both the findings of the 
inspection and governmental! decisions made based on 
these findings 


(RADA NARODOW A] Twice, in 1952 and 1976, NIK’s 
accountability changed, but only for a brief period. What 
consequences did this have? 


([Hupalowski| The answer, a very simple one, 1s con- 
tained in the question itself. The accountability changed 
brietly because the new situation did not withstand the 
test of time which was, unfortunately, a very painful test 
The October 1956 events ended these experiments in the 
first instance and the August 1980 events ended them in 
the second. The conclusion emanating trom these expe- 
riences 1s that placing the NIK within the system of state 
organs 1s subject to radical shifts depending upon the 
legal or only practical changes in the operational mech- 
anisms of authority and the forms of democracy All 
attempts to restrict the Seym’s role began as a rule with 
the shift of the supreme organ of control into the sphere 
of governmental command. As a consequence. control 
studies were directed towards the work of primary 
executive units of the economy and administrations, 
while representative bodies received only reports (one- 
sided by nature) and news of administrative organs. The 
potential for conducting a substantive discussion based 
on facts in the forum of the Sejm and people’s councils 
was really restricted. A great deal was said about suc 
cesses, the revelation of one’s own mistakes and irregu- 
larities, as well as of lingering dangers was avoided. This 
resulted in strong and painful social shocks which aimed 
at rebuilding the status of representative organs and 
strengthening their control functions. 


[RADA NARODOWA] The NIK ts not the only control 
organ in the state. How are mutual relations shaping up 
based on cooperation, autonomy or competition” 


{Hupalowski] Public opinion is right—the number of 


control organs and control personnel in administrative 
and cooperative structures is too large. The nature ot 
relations between the NIK and these organs varies. None 
ot the terms you used in your last question expresses the 
essence of that question. In the first place. the other 
control organs, as a part of the apparatus of the state 
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administration or cooperative 
subject to our control. In the second place. these organs 
have the obligation of working together with the appro- 
priate organizational units of the NIK to study many 
Questions of vital importance to the national economy 
and they even conduct some checks advised by the NIK 
That was the way it was. and sull 1s. in many sectors 
However, this situation is changing with the impiemen- 
tation of the economic retorm, which should lead to 
changes in the sphere of control as well. 


Organizations, are also 


(RADA NARODOW Aj In what direction? 


[Hupalowski] [t 1s envisaged that, following the creation 
ot mechanisms of the market economy. economic pres- 
Sure will ensure the results that administrative pressure 
could not yield. In particular, official supervision will 
increase at all organizational levels. Some of the organs 
ot specialized control that existed untul now may become 
supertiuous, while others will modify their methods of 
operation. For example: the work of the PIH [Polish 
Trade Inspectorate] does not force a merchant or 
tradesman to be honest. nor does Sanepid ensure the 
observance of the principles of hygiene. Such results can 
only be obtained through the consistent operation of 
objective socroeconomic laws that constrain honest work 
at every post. daily. professional supervision and ettec- 
tive internal control 


Significant changes await us in the organization and 
Operation of control organs both within the tramework 
of the state administration and in the cooperative appa- 
ratus. However, I emphasize that these changes are 
contingent upon progress in the real implementation of 
the mechanism of economic reform, not the promise of 
such implementation. 


[RADA NARODOWA] You mentioned cooperation 
between the NIK and the people’s councils. How does 
such cooperation shape up in everyday practice’ 


{Hupalowski] Each year. an NIK delegation submits 
remarks for reports on the execution of vorvodship 
socioeconomic plans, as well as analyses of the execution 
of the voivodship budget to the people's councils at the 
voivodship level. The WRN [Voivodship People’s 
Council] presidium may approach the NIK delegation to 
conduct a check on the performance of the tasks com- 
prised by the plans and the budget. The results of checks 
conducted by the NIK in the various fields of the 
economy and the local administration are also exam- 
ined. In the event of need, the presidium passes on NIK 
reports for use by the appropriate commissions of the 
people's council, and when it deems it useful. 1t presents 
them at the session of the people's council, along with its 
own opinions and recommendations. 


The representatives of NIK delegations take part in 
WRN sessions, in meetings of their presidiums and 
commissions, and in inspection campaigns undertaken 
by these commissions. On an annual basis, this 1s more 
than 30U sessions, approximately 500 meetings of pre- 
sidiums and 1.100 commission meetings. As needed, 
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NIK organization units invite WRN commission mem- 
bers to take part in inspections and post-inspection 
meetings. To the extent that it is possible. NIK de!ega- 
tions try to submit the results of some inspections to the 
presidiums of the people's councils at the primary level 
as well. In the nature of things however, cooperation at 
the level of gminas and cities 1s sporadic. These forms of 
NIK activity dealing with people's councils are used 
throughout Poland. Their intensity may vary depending 
upon the initiative and activism displayed by people's 
councils and the councilmen themselves, as well as by 
NIK representatives. In recent years, the whole issue of 
cooperation between the NIK and people's councils was 
enriched considerably in conjunction with the operation 
of the Worker-Peasant Inspectorate [IRCh], for which 
the voivodship branches of NIK delegations perform 
organizational and coordination tasks. 


[RADA NARODOWA| Exactly! the IRCh ts associated 
with the people's councils and the NIK. Meanwhile, the 
advisability of continuing the work of the IRCh has been 
questioned at meetings of some voivodship people’s 
councils. What ts your position on this issue? 


{Hupalowski] In matters of great sociopolitical signifi- 
cance, opinions and recommendations are rarely 
unequivocal. That is how it 1s in this case. The inspec- 
torate was created in conjunction with concrete local 
social needs. [t battles pathological phenomena that arise 
in the sphere of municipal and housing management, 
trade and services, supplying rural areas and procure- 
ment, the protection of health and the natural environ- 
ment and educatior and upbringing. We can note many 
unquestionable achievements of the inspectorate. e.g.. 
the obvious improvement of honesty in housing distri- 
bution. The tremendous social effort of inspectors must 
be esteemed. To be sure, not everyone 1s pleased with 
their work. [t 1s a general psychological truth that an 
honest inspector “has the right” to be despised, espe- 
cially by the one being inspected, but that 1s already a 
problem of another kind. 


As I have pointed out, as the economic reform 1s 
implemented. we may expect changes in the entire 
system of control. Likewise the structures, the principles 
and the forms of social control will change, but today it 
is probably still too early for a categorical assessment of 
the individual elements of this control. Perhaps we can 
return to this problem at another time. 


[RADA NARODOWA] Recently, opinions have 
appeared regarding the advisability of including people's 
councils, which are organs of authority, in NIK inspec- 
tions. What is your opinion of the origin of such a view? 


[Hupalowsk:] It 1s an obvious misunderstanding. Peo- 
ple’s councils are representative bodies; they implement 
functions of democracy and represent the interests of 
society. Within the framework of constitutional legal 
order, the systematic control of compliance between 
resolutions that are passed and the law and basic line of 
state policy is stipulated. This suffices in full to ensure 
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the proper Operation of the system of people's councils 
and the ter itorial self-government 


[RADA NARODOW A} Which of the changes of a legis- 
lative character, either those coming into force or those 
being prepared, will be important for cooperation 
between the NIK and people's councils, either to cement 
this cooperation or to weaken it” 


[Hupalowski] | am not aware of any draft legislation that 
could lead to a weakening of cooperation between the 
NIK and people's councils. This would be harmful for 
the reform process. It is only possible to speak of 
improving or expanding this cooperation. All draft laws 
that envisage the strengthening of self-government and 
the financial autonomy of people’s councils serve these 
ends. 


[RADA NARODOW 4] Is this also true with regard to 
the introduction of municipal property? 


[Hupalowski] Yes, of course. Municipal property ought 
to serve. among other things, to increase economical 
management. Until now unfortunately. some people 
understood state property to mean no one’s property. On 
the other hand, municipal property, which 1s tied into 
the local budget in its earnings and outlays, thus being 
nearer to the concrete interests and needs of every 
citizen, will help torm attitudes of a good manager who 
1s concerned over the financial results and social benefits 
derived from the activity of municipal enterprises, 
plants and institutions. This allows us to expect an 
increase in discipline, law and order, which always 
pleases the representatives of the organ of parliamentary 
control. 


[RADA NARODOW A] What are the major dangers and 
weaknesses in the work of the state administration—the 
central and local apparatus” 


{Hupalowski] At the present time, the most important 
task of the state administration is to implement the 
mechanisms of economic reform and the principles of 
the renewal of our statehood. Employees of the admin- 
istration are faced with the problem of continually 
adapting to new conditions of operation. This demands 
qualifications that are considerably higher than in the 
orders-distribution system. The proper utilization of 
financial-economic parameters in the management pro- 
cess 1S an extensive area of knowledge, the command of 
which 1s indispensable both to those who will create 
these parameters in the central administration and those 
who will incorporate them into life locally. Thus, I a1 
inclined to think that insufficient knowledge is the 
primary danger in administrative work and that yielding 
to old bureaucratic habits and practices 1s a weakness 
here. 


[RADA NARODOW A] Checks are made primarily to 
verify the compliance of operations with the binding 
regulations. In conjunction with this, accusations are 
being made of the excessive formalism of regulations, 
especially since legal regulations contradict one another 
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Or GO not Keep pace with the rate of socioeconomic 
changes. What effect does this have on the checks’ How 
much are the usefulness and social utilits 


mented actions taken into consideration” 


[Hupalow sk1] This question contains the elements 
Various Opinions,sometimes contradictory ones, that are 
troubling society. Their source 1s control operations thi 
lack efficiency and are ineffective. Basically. the work 
units being inspected 1s evaluated in terms of lega 
1.e., compliance of conduct with the binding regulation 
and in terms of reliability. 1.e.. compliance of al! docu- 
mentation with objective truth. This viewpoint does not 
have to lead to “excessive tormalism” or to a collision 
with the requirements and needs of socioeconomic Ii<e 
Every reasonable inspection, ana particularily a NIK 
inspection, which finds discrepancies between dete: 
nants, in this case the legal norms and the actual situa 
tion, has the obligation of considering whether. in a 
concrete situation, the norm should be abided by abso- 
lutely or it should be proposed to the appropriate organs 
to adapt this norm to the needs of life 


In terms of economics, the work of inspected units 
evaluated trom the standpoint of cost-effective manage- 
ment measured in the ratio between results achieved and 
costs incurred. The utility of the usefulness criterion 1s a 
separate problem. Moreover. at present only the NIK 
the organ of parliamentary control, studies usefulness. or 
the social utility of the activity of inspected units. In 
conjunction with this it should be kept in mind that 
during the interwar period as well, state control verified 
whether the actions of organs 0; the state administration 
were “legal. executed with the appropriate thrift and on 
target from an economic standpoint.” In the retormed 
management system, profit can be achieved by various 
manipulations. [That is why the assessment of the social 
utility of enterprise activity 1s necessary 


As I conclude these remarks, | would like to stress tnat 
the NIK as a rule has attempted to operate by convincing 
and not by administrative orders or bans. All! of its 
remarks and recommendations must be based on con- 
crete, documented facts and logical reasoning. We arc 
ready in every case to embark upon discussion, to take 
into account reasonable arguments and then. if need be 
to revise Our position 


[RADA NARODOWA] But do not the principles of! 
control limit the economic risk? As an institution. is not 
the NIK an element impeding economic development 
under present conditions? 


[Hupalowski] | do not believe that the accusation 
implied by this question was justified. Inspection 
employees are too well aware of the real etfects of the 
orders-cistribution system of management to under- 
value the importance of the changes that have been 
made. They know the extent of waste and the harm tha! 
comes from work stoppages and stagnation. For this 
reason, it 1s difficult to find anyone who more actively 
supports the economic reform than they do 
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l S S Cd NEVE al we can accept uncril- 
i < ments ol ancial intluence promoted 
under the slogans of retorm. It happens that many ideas 
at are valid assumptions turn out to be washouits in 
“ality. Economic mechanisms that under normal cir- 
j es v yroduce the desirec resuits, under our 
market situation vield. eg. enormous protits without 
ncreasing production volume, lowering costs or 
T 1g i ind this ts Mtradictory to the 
: Being aware of these matters on the basis of 
and unshakable control tindings. we cannot, of 

. se. re 2 silent. It 1s our responsibility to make 
Xarliament and the government aware of phenomena 
at ena ° assessment of the real conditions of 
~ ect t tev clopment—desirable trends as well as 
u mpeding of this development. Many illusions and 
nag ys have arisen about the reform. that it will 
work a miracle without any particular etiort. A symbolic 
expression of this isi slogan “how much, to whom, tor 
what’ thal was circulated at one time and was to give 
t! mpression that the economic retorm will bring 
measurable benefits to everv ciuzen. Hence. trom the 
nspector s viewpoint the major part of the question 1s 
‘tor what’ —with the obvious answer “not for noth- 
ng lowed by the question “to whom’?”—that ths 
pers vho f lid the work would receive what 
belongs to him, with the “how much” deriving trom the 


other two parts of the question. Progress is only made in 
implementing retorm where the production needed by 
re wi rk pi dductivity increases and 
where order and discipline reign. Everything else— 
ied wage demands are the 
trmewasting aspects of the reform for which the entire 


claims. proposals aad unjustil 


nomic msk must also be viewed tn 


competent inspection Ques- 
the mght to take msks. However, neither 
sponsibie rashness nor outright economic escapades 
to take a risk. A risk must be 
justified: the boundary between taking a risk and an 
escapade is not always clear. Sometimes discussion 1s 
make a determination. but discussion 
between reasonable people should never cause harm 
[hat is why it seems that no truly “good manager” has 
omplain that an inspection limits his right to 


take an economic risk 


The problem of ec 


protessional 


ric) ? *riont 
il ne mail 


necessar' 


[RADA NARODOWA| The creation of a second house 
of parliament and the appointment of the office of 
president mean a basic restructuring of the political 
system To what degree is the role of the NIK changing’ 
{Hupalowski] Political changes based on the expansion 
of parliamentary systems may increase the need for NIK 
material and reports, but they ought to be accompanied 
by a change tn the placement and basic operational 
principles of this institution. The new principles of 
operation of the economy and administration. to the 
extent that they are actually put into practice. will exert 
a vital intluence over the work of the NIK. In the 
retormed system of management. the work of the NIK 
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should focus ov studying crucial socioeconomic prob- 
lems, encompass phenomena and problems grasped 
comprehensively, assess the operation of mechanisms, 
systems and instruments for steering the economy, doc- 
ument assessments of the results of financial-economic 
analysis, seek the causes of phenomena that arise in 
order to facilitate the rooting out of irregularities and 
ensure conditions for accelerated development. It is in 
these tasks that NIK employees see the importance of 
their service to society. 


[RADA NARODOWA] Thank you for the interview. 


ROMANIA 


Ex-King Michael Supports Dissidents, Urges 
Economic Boycott 

23000203 Vienna DIE PRESSE supplement in German 
15-16 Jul 89 pil 


[Interview with Ex-King Michael of Romania by Hel- 
muth Frauendorter; date and place not given} 


[Text] Michael of Hohenzollern-Sigmaringen, the last King 
of Romania, has for many years lived in exile near Gene, 2 

Now aged 67, he now calls himself Michael of Romania 
and received us together with his wife Anna, a member of 
the Bourbon-Parma family. The ex-king, who in recent 
years very rarely granted interviews or made statements, 
except for an annual New Year's speech, has recently 
resumed speaking out On events occurring in his home- 
land. Not the least of his reasons for doing so was the fact 
that not only emigrants, but also dissidents within 
Romania itself were looking for a message from him. 


[DIE PRESSE] In the past you have given an opinion on 
the situation in Romania only on rare occasions. What 
has caused you to become more active recently? 


{ Michael] The main reason is the present situation in the 
country, which is worsening by the day. In addition, the 
world at large is finally beginning to comprehend what is 
really happening back home. 


[DIE PRESSE] What do you think of recent events in 
Romania—the increasing protests against the regime, 
even the surfacing of opposition within the party itself? 


[Michael] The six dissidents from the party ranks, as well 
as the other protesters who represent the opinion of 
millions of people, have the courage of facing the fury of 
those in power. In my opinion, they have been doing this 
since becoming aware that they have international sup- 
port. Added to this is the fact that their moral and physical 
torture has reached its most tragic phase. In former years, 
during which the people were gradually being destroyed, 
protests occurred so seldom because people were discour- 
aged by the confidence shown to Ceausescu by foreign 
countries. Today, when Ceausescu and his policies are 
being condemned from Washington to Moscow, all Roma- 
nians who are opposed to the present regime have finally 
found som. oie to talk to: international public opinion. 
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[DIE PRESSE] When Ceausescu took power in 1965, 
and especially in 1968, when Romania refused to partic- 
ipate in the Warsaw Pact’'s invasion of Czechoslovakia, 
Ceausescu was considered a relatively liberal leader. Do 
you believe that his intentions were ever honest ones? 


[Michael] No, I never believed in his honesty. And present 
circumstances are proot that all that was a power play. It 
has taken the West a long time to realize what is happening 
inside Romania. | still fail to understand why it took the 
West such a long time to comprehend, and refused to 
understand, what was happening to the country. 


[DIE PRESSE] In your opinion, what initiatives could be 
taken outside the country which could have an impact on 
the happenings in Romania? 


[Michael] It would not be appropriate for me to offer 
Suggestions to foreign countries. But I be © that 
Romania should be subjected to economi  oycott. 
There must be an end to the import of goods which are 
necessary for Romania's survival. 


[DIE PRESSE] What impact would international isola- 
tion have on the Ceausescu regime? 


[Michael] It is obvious that the rulers in Bucharest are 
losing their minds, panicked by isolation. Take one 
example, that of the Chairman of Belgium’s Christian- 
Socialist Party and Delegate to the European Parlia- 
ment, Gerard Deprez. He was cruelly beaten simply for 
wanting to pay a visit to Doina Cornea (editor's note: 
this prominent dissident is a professor at the University 
of Cluj). Beaten also was a Belgian journalist who 
accompanied him. It shows that even foreigners are 
subjected to the system which the Romanians have had 
to endure for so many years. 


[DIE PRESSE] How significant do you believe the 
reforms in Eastern Europe to be, and to what extent 
could they have an impact on the situation on Romania? 


[Michael] In the first place. it is becoming obvious that 
communist doctrine has turned out to be a failure. 
Secondly, it is significant that the people’s subjected to 
this doctrine are gradually becoming able to express their 
demand to be rid of communism. The third significance 
for us Romanians consists of the fact that we may soon 
see a chance for Hungary to open a gate to a free Europe 
for us. Hungary took the shortest route toward reform. 
Should it be successful in reaching that goal, Romania 
too will have an open border toward the West. 


[DIE PRESSE] What do you expect of the Soviet Union 
with Mikhail Gorbachev at its helm? 


[Michael] That 1s hard to tell. First of all, | do not know 
whether Gorbachev will succeed in defeating his oppo- 
nents within his own party. in addition, | do not know 
what Gorbachev will do if he continues in power. 
According to what he says, the USSR should become less 
overpowering and less aggressive. The concessions he 
has made to Poland and Hungary are welcome. But 
within his own country, he shows compassion on the one 
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hand, as in the case of Estonia, and toughness on the 
other, as in Armenia. Certainly, “Gorbachevism™ makes 
promises—but they are verbal promises. Let us wait tor 
actions before we venture an opinion, 


[DIE PRESSE] Do you believe that Gorbachev could 
have an impact in Romania and that he could steer the 
country toward retorm”? 


[Michael] | do not believe it would be smart to ascribe to 
Moscow the capability of being able to influence Bucha- 
rest. With the liberal image that Gorbachev assumes, he 
cannot permit himself to intervene in Bucharest, as 
Brezhnev could, for instance. He cannot do it, but | also 
believe that he does not want to do it. Any regime which 
would introduce reforms in our country would first have 
to be able to feed its own population before exporting 
foods. And today, Romania is an essential food supplier 
to the USSR. Even according to Soviet statistics, Roma- 
nian food deliveries are the largest. Thus, so long as 
perestroyka does not bear any economic fruit, Romanian 
“fruit” is irreplaceable. And as to the Romanians them- 
selves, | do not believe that they would be satisfied with 
reforms within the communist system; they would 
merely accept them as a transitional phase which would 
lead toward the restitution of freedom and democracy. 


[DIE PRESSE] From a realistic political standpoint, how 
do you visualize the conversion of Romania into a true 
democracy? 


{Michael} There are two possibilities: the first would be 
a rapid evolution similar to the Hungarian model. The 
second one 1s the fastest and most logical one. It would 
be the true implementation of the Yalta Agreement, as to 
the right of the peoples’ self-determination. Great 
Britain and the United States signed this agreement 
together with Stalin, who of course trampled it into the 
dust. U.S. President Bush recently talked about the 
necessity for holding free elections in Eastern Europe, as 
envisioned in Yalta. Gorbachev urges the condemnation 
of Stalin’s crimes—but couldn't he move from condem- 
nation with words to a real improvement, by taking 
action? Romania too could then find its place within the 
European concept once again. 


{DIE PRESSE] Should this come to pass, what part could 
you play? 


[Michael] My role has been and will remain to articulate 
the desires of the Romanians—to promote the imple- 
mentation of solutions which would liberate them from 
the nightmare of the present system; a system which they 
did not want in the first place and which has become 
intolerable. Should we become a free people once again 
with the support of those who feel a responsibility 
toward us, that ts to say, the signatories of Yalta, | would 
certainly assume my duties in a responsible manner. Just 
as I have done in the past, when I first resisted the Nazi 
dictatorship and then the communist one, when I fought 
for democracy and human rights. 
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{DIE PRESSE] What is your estimate of your support on 
the part of the people of Romania, considering the fact 
that you have been in exile for more than 40 years? 


[Michael] During a large gathering on 24 January 1988 in 
Los Angeles | met many Romanians. Among them were 
many young people, who had been born long after my 
departure trom Romania. Some people were amazed that 
all these young people were monarchists. Since then I have 
met other young people who had left the country only 
recently, and they too were monarchists. Their parents had 
told them about the dynasty and what it had accomplished 
in the past. Thus they had heard about me also—What can 
1 tell you? First that in our country the monarchist tradi- 
tion has come from the Dacians all the way to me and was 
not ended by the will of the Romanian people. This 
interruption was caused from the outside, by Stalin. | 
would like here to quote a Romanian journalist in the 
Untied States, who has likened the political parties in a 
democracy to a football game. Inasmuch as this requires 
the presence of a referee, 1t seems inconceivable that he 
can at the same time be the captain of one of the two 
teams. A king would be preterable, because he stands, by 
definition, outside any parties. | would also say to the 
Romanian people...but there is too much that needs to be 
said. | will merely tell them that I have always missed them 
and that | have for a long time waited for the moment 
when we can be together again and, shoulder to shoulder, 
start to rebuild our beautiful and rich country. 


[DIE PRESSE] What real opportunities do you perceive 
for ousting the Ceausescu regime from within the country? 


{Michael} Unfortunately, there is a very simple answer to 
this: terrorism by the police, the Securitate secret service, 
is too overwhelming, leaving no margin whatever. I do 
not believe either that at this time an opposition move- 
ment would be to our advantage, because the only thing 
this would lead to would be even more suffering by the 
people. I do not want that. 


{DIE PRESSE] In your last statement, you said this: 
“Citizens of Romania, | implore you, make common 
cause, help one another, so that the virtue of humanity 
can be reborn. Only in this way will those who have 
brought you to your knees, who are starving and dena- 
tionalizing you, be unable to find any more executioners 
and informers. This is the only way to isolate them and 
strip them of their power.”’ Do you believe that you lack 
of a solid opposition, a moral opposition, has brought 
about dictatorship in Romania’s political history? And 
even if there is no solidarity similar to that in Poland, 
how can such solidarity be created? 


[Michael] That is a difficult question to answer. As I said 
before, the terror 1s so widespread that hardly any changes 
are possible from within the country. Nevertheless, there 
are some examples of courageous people, such as Doina 
Cornea, such as the writers who have spoken out. 


[DIE PRESSE] While Ceausescu ts alive and in power, 
the misery keeps increasing. But what about afterwards? 
Haven't too many values already been destroyed? 
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{Michael] Many human values have been destroyed. That 
is unfortunately true. And ut saddens us all that the values 
of the intellectual and national heritage have been 
destroyed as well. Values which were part of our tradition, 
our moral and cultural heritage, were destroyed so as to be 
forgotten. Everything can be destroyed, unfortunately, but 
nothing can prevent human beings trom thinking. 


{DIE PRESSE] The cultural values of the minorities are 
part of Romania's cultural heritage. To divert attention 
trom existing problems, Ceausescu has fostered chau- 
vinism, racism, and antisemitism in the population. This 
has worsened the situation of the national minorities to 
an extent where they are in danger of losing their 
identity. Germans and Jews leave the country as agreed 
to in treaties. They, nevertheless, are subject to severe 
persecution. But all the others remain. Especially a great 
number of Hungarians and Gypsies. How do you think 
the minority problems can be solved? 


{ Michael] So long as Ceausescu remains in power, | see no 
solution at all. As | have said several times in th® past, my 
approach to these problems 1s based on the 1923 Consti- 
tution, which guarantees the rights of all Romanian citi- 
zens, of Romanians and minorities, to complete equality. 


{DIE PRESSE] As the man in charge of the events on 23 
August 1944, as King of Romama and Supreme Com- 
mander of the Armed Forces, you played the key part in 
Romania’s withdrawal trom World War Il. Romaman 
historiography describes 23 August 1944 on one occasion 
as “an anti-Fascist insurrection by the Army,” on another, 
more recent One, as a “national anti-Fascist and anti- 
imperialist revolution,” which was said to have been 
initiated and directed by the Romanian Communist Party. 
August 23 is today’s Romanian national holiday. Do you 
agree that the events of that day were initiated and 
directed by the Communist Party? In your opinion, what 
contribution did the communists make to the events? 


{Michael} None whatever. They were not at all involved 
in the preparations for 23 August. The only reason they 
were included in the group of traditional parties was at 
the insistence of the allies; specifically, the Soviets. But 
they never played a significant part in the events of that 
day, as the communists now claim. I had two choices at 
the time: either total destruction of the country, or to 
attempt to save what could still be saved. | decided on 
the latter. But after 23 August the situation kept getting 
worse. The reason for this, | am sorry to say, were the 
Western allies, the United States and Great Britain, who 
were unable to take any action because of Stalin. Sull, we 
kept hoping and begged them for their support almost 
weekly to try to keep the country from being subjugated 
by communism. But no help ever arrived. 


{DIE PRESSE] The year 1947 must hold painful mem- 
ories for you. Nevertheless, would you tell us about the 
start of your road into exile? 
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{Michael] Unfortunately, that is very simple. | was Sinaia. 
Groza and Gheorghiu-De) (editor's note; the prime min- 
ister and the head of the party) urgently asked me to come 
to Bucharest. They sent a message to the effect that family 
matters needed to be discussed. Believing that they meant 
my forthcoming marriage, my mother and I traveled to the 
capital. But on my arrival they handed me abdication 
papers. They refused any discussion. When I entered my 
office to study the paper in detail, | noted that all telephone 
lines in the castle had been cut and that the building was 
Surrounded by Army troops, with artillery forming an 
outer circle. It was an impossible situation. On my return, 
Groza and Gheorghtu-De) threatened a blood bath among 
the many young people who had been arrested if I failed to 
sign the abdication document. By then I no longer thought 
about myself, but only about the country. I could not 
accept the fact that a blood bath would take place as a 
result of any action of mine. Thus | was forced to sign. At 
the same time I was asked to touch Groza’s pocket, which 
contained a revolver. He said: “I have this thing in my 
pocket, so the same does not happen to me as happened to 
Antonescu” (editor's note; Marshal Antonescu was 
arrested in the Bucharest castle and was said to have 
offered resistance). 


[DIE PRESSE] Did all this come as a surprise to you? 


[Michael] Yes and no. I was aware that a change of the 
constitution was to take place in February or March and 
that this would probably entail a change in the form of 
government. But it happened sooner than anticipated. 
Exactly one day prior to the date when I was scheduled to 
broadcast my message to the people. 


[DIE PRESSE] What sort of relationship did you have 
with Groza at that time”? 


[Michael] It was simply the relationship between a prime 
minister and a king—no more, or icss 


[DIE PRESSE] Did you have any relationship with any 
other leading politician of that ime?’ 


[Michael] The only relationships were those mandated 
by the constitution, in other words, the weekly official 
meetings. 


[DIE PRESSE] Permit me a personal question: What are 
the daily activities of an exiled king like? 


[Michael] | have had to adapt to many circumstances 
which had been unfamiliar to me. | hope to have 
succeeded in this. At the same time, | have never 
forgotten the people back home, despite some rumors 
thai Romania no longer interests me. There is no truth in 
this. We have used great energy to overcome the prob- 
lems of everyday life, and I believe that we have done so 
to a certain extent. But it was not easy. 
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[Excerpts] 


Abstract 


The paper concludes that COCOM [Coordinating Com- 
mittee for East-West Trade Policy] controls of the West 
have undoubtedly impeded the transfer of militarily 
relevant technologies to the USSR which has forced the 
latter to cost-intensive developments of its own even in 
areas of high technologies that are not directly militarily 
applicable. But even if COCOM lists would be reduced 
drastically, the impact on Soviet economic development 
would not be substantial because Soviet industry does 
not implement imported technology much more effi- 
ciently than self developed ones. Therefore, an increase 
in economic growth and the improvement of the stan- 
dard of living in the USSR depend less on the amount to 
which technologically advanced products resp. high tech- 
nology are imported from the West. The point is rather 
whether and how far the Soviet leadership succeeds in 
transforming the economy with regard to increased self 
responsibility of the economic actors and to the reduc- 
tion of innovative sluggishness. A reduction of the 
COCOM lists could certainly enlarge the room of 
manoeuvering for the accomplishment of the reform 
attempts, but it cannot substitute them. 


Introductory Remark 


It has been stressed time and again in the intra-Western 
discussion about the meaning of export controls moti- 
vated by security policy that it was a matter of denying 
access, or at least making it more difficult through 
appropriate export controls, for communist-ruled coun- 
tries and particularly the Soviet Union [to obtain} goods 
and technologies militarily or strategically relevant. This 
fundamental goal has not changed since the founding of 
COCOM at the end of 1949, although in the historical 
development (phases of tension and detente) various 
degrees of importance were attributed to COCOM, and 
sometimes even considerable controversies arose 
between the COCOM member states’ about the extent of 
the lists*. It is striking, however, that in these discussions 
and controversies the question was seldom raised, and 
even more seldom answered, what actual effects Western 
export bans and/or restrictions have, and have had, on 
the Soviet economy and society (and on East Europe, 
respectively). The intra-Western discussion was often 
based on vague hypotheses of effect and different per- 
ceptions of effect—enriched with selective and anecdotal 
information—which drew its dynamism primarily from 
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the intra-Western political discussion and less so trom a 
precise analysis of the actual effects in the Soviet Union 
itself. 


True, it is extremely difficult for Western observers to 
form a comprehensive and approximately correct pic- 
ture of the importance which imports of Western goods 
and technologies have on the performance strength of 
the Soviet military apparatus, on the growth potential of 
the Soviet economy), and finally, on the structure of 
Soviet society. Does the Soviet Union depend on access 
to Western technology? If so, to what extent? An answer 
to this question proves to be a necessary precondition for 
estimating the effects linked to the COCOM embargo of 
goods and technology, and for assessing the possibilities 
of being able to influence the economic reform process or 
even the societal processes of change in the USSR 
through a modified export control policy. But before 
dealing with these questions, it is necessary to visualize 
the mechanisms of the innovation process in the USSR 
and to study the role which technology imports from the 
West have played, or can play. 


1. The Innovation Process in the USSR and the 
Importance of Western Goods and Technology Imports 


1. The Soviet Economy Facing New Challenges 


The model of a centrally administered economy in the 
Soviet Union over several decades was able to mobilize 
the resources for the development ot a powerful indus- 
trial basis with a strong military component, and prima- 
rily because resources were diverted from nonpriority 
sectors—from housing construction, the transport 
system, the consumer goods sector, and agriculture. The 
criterion of efficiency proved to be secondary vis-a-vis 
the goal of industrial expansion*. In the 1960's, and even 
more so in the 1970's, changes were sought which would 
make possible “intensive” (versus “extensive’’) growth, 
particularly through an increase in labor productivity. 
This change in priorities was to have the effect that 
previously neglected economic sectors such as transport 
and agriculture would gain the same importance as the 
metallurgy, machine building, energy, and defense sec- 
tors and become more competitive. The until-then pre- 
vailing orientation to quantitative parameters was to be 
replaced by implementing higher factor productivities 
and better product quality. 


Despite continual admonishments by leading Soviet 
economists and politicians to abolish the wasteful system 
of extensive growth and turn to a more efficient inten- 
sive growth strategy, in reality there were hardly any 
chances made. Rather, it became evident that the effi- 
ciency of capital utilization and the growth of labor 
productivity were dropping, and product quality 
improved only slightly. The imbalances in the overall 
economic development and special problems in key 
sectors were probably caused bv the very hesitant appli- 
cation of “intensive” developnicui strategies. Further- 
more, Soviet economic managers and directors of enter- 
prises proved incapable—and that resulted as a rule from 
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the rigid general economic and political conditions—to 
absorb advanced technologies efficiently and effectively 
and include them in industrial production—this holds 
true both for technologies developed domestically and 
those imported. 


The result was economic stagnation. Average annual 
growth of the total economy was more than 4 percent 
between 1960 and 1975, but was only 2 percent between 
1975 and 1985; the factor productivity even dropped to 
an annual average 0.9 percent during the 5-year plan 
period 1981-85 (between 1976 and 1980 it had still been 
1.9 percent). In 1986 and 1987, also, this trend did not 
change*. The effects of these stagnation tendencies 
became particularly noticeable because at about the 


same time, 1.e., the beginning of the 1970's. a new age of 


industrial development dawned in the Western indus- 
trial countries (key word: third industrial revolution). In 
Japan, the United States, West Europe, and lately also in 
some threshold countries, new technologies are used 
increasingly; products and product procedures are sub- 
ject to serious changes; communication on world mar- 
kets has gained considerable dynamism through the use 
of microelectronics and new communications technolo- 
gies. Together with these technical changes, an inter- 
meshing of economic and societal activities has taken 
place which is leading to progressive efficiency of central 
functional procedures. 


In the Soviet Union, on the other hand, the precondi- 
tions for using and applying revolutionary technological 
innovations are practically nonexistent—whether for a 
reliable .elephone system or the much more complicated 
production of high-frequency semiconductors’. The 
Soviet Union started production of personal computers 
only in 1984/85—at a time when in Western countries 
such word processing systems were already part of the 
standard equipment of many offices. Utilization of tele- 
communications and other new communications tech- 
nologies, of copying processes of all kinds, etc., 1s not, or 
hardly, taking place in the USSR. Computer production 
in the United States is estimated at 10 times that of the 
USSR. and in software the gap is probably even greater’. 
The development of Soviet computer technology is 
between 4 and 10 years behind the West—in view of the 
rapid technological change, these are eons. The Soviet 
software industry has no practical experience with regard 
to developing software in the PC [personal computer] 
sector’. Soviet planners started as early as 1966 to 
establish economic management in Soviet industrial 
enterprises with the help of electronic data processing. 
But the goals were not attained: By the end of 1985, 
barely 8.4 percent of all industrial enterprises had intro- 
duced such management systems*. And in view of the 
present structure of the Soviet computer industry and 
legal restrictions (depreciation periods of 10 to 14 years 
are still in force), without fundamental changes by the 
end of this century it is improbable that ramified auto- 
mation in most areas of industry and trade will be 
implemented’. 
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Although the significance of the new revolutionary tech- 
nologies has been recognized in the USSR in recent years 
and a number of measures are being taken to meet the 
challenges, it has become obvious that the gap ts rather 
becoming wider. 


The consequence of the two simultaneous development 
trends—economic standsull in the Soviet Union on the 
one hand, and rapid technological development in the 
Western industrial countries on the other—led to a 
widening of the technological gap between the USSR and 
the West. The relative deterioration of Soviet economic 
competitiveness has been made particularly evident by 
the example of Japan and the economic success of 
threshold countries in Asia which succeeded in devel- 
oping economic strategies making great economic 
growth possible and simultaneously applying modern 
technologies and production techniques. 


This development calls into question not only the Soviet 
Union's political, but lastly also its military position in 
the international system; the restrictions in scope for 
maneuvering, internally as well as externally, linked to 
these developments are probably the major cause for the 
“new thinking” in foreign policy and particularly foreign 
trade policy under Gorbachev. The innovation process 
will gain in importance for the USSR to the extent that 
the constantly announced and planned change from 
extensive to intensive growth actually takes place. The 
extent of political and economic options for the Soviet 
leadership becomes ever smaller in view of the economic 
pressures and self-determined goals. The role of foreign 
stimuli will increase, and the autarchic maneuverability 
of the Soviet economy—particularly in the areas of 
science and technology—will become ever more 
restricted. 


2. Sources of Innovation 


A clearcut assessment of the innovation process and the 
effects of technical progress in the USSR is not easy for 
the reason that great successes, for instance in astronau- 
tics, are confronted with big innovation weaknesses in 
enterprises and many sectors of the economy'”. Without 
a doubt there are considerable potentials for technolog- 
ical progress in Soviet industry, but there also exist 
massive obstacles to innovation which are anchored in 
the organization and structure of the Soviet economy. 


One can see as a decisive source for innovation in the 
USSR the giant army of scientists and engineers and the 
technically trained personnel in the many laboratories 
and enterprises. Nothing very concrete can be said about 
their level of training; at any rate, the supposition seems 
justified that many of them are used below their optimal 
[capacity] in view of the comparatively low innovation 
rate in the Soviet economy (concerning both new prod- 
ucts and production procedures) and the only modest 
rates of productivity growth. But they do play an impor- 
tant role in those sectors of the Soviet economy where 
focal development points are established and where— 
often quite successfully—innovation is decreed. The 
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innovation capability of Soviet scientists and the 
transfer of new discoveries into production were fre- 
quently a function of political prority assigned to a 
[certain] sector. 


And this priority naturally was always particularly high 
in the military and space technology sectors where one 
can note a higher innovation rate than in the other 
sectors of the economy, and where the Soviet Umion’s 
great technological successes are located. But it would be 
a mistake to derive general conclusions as to the perfor- 
mance capability of the total system from this because 
these sectors are removed from the “normal” economic 
activities. Rather, in these focal areas technical, and not 
economic, parameters (costs) are in the foreground. The 
high demands on these sectors are increased [by the fact] 
that they—and this applies particularly to the military 
sector—are quite exposed to com petition with the West. 
especially with the United States: After all, it is part of 
the perception of one’s own role in the international 
system to prevent the United States’ military superiority 
and to counter the United States’ military challenges 
with little regard to ensuing costs''. By contrast, most 
civilian sectors are protected from any kind of competi- 
tion; it plays no part in the innovation decisions taken. 
And the Soviet system shows considerable weaknesses 1n 
the transfer of fundamental technological innovations 
(such as computer technology), in which Soviet scientists 
have decisively participated, to the various conceivable 
areas of application. 


A second important sector in which innovation efforts 
and decisions have been ordered 1s modern technologies. 
for instance in the chemical industry and electronics. As 
in military and space research, there are specific eco- 
nomic incentives for employees (higher wages, bonuses, 
additional funds allocated by the government, etc.), but 
these sectors are not detached from the “normal” eco- 
nomic activities. Although there exist priorities for these 
sectors, such a priority structure simultaneously entails 
negligence of other areas and that, as a rule, are the 
consumer goods industries. 


A third important source of innovation and technical 
progress is economic relations with foreign countries. 
Since at the time of the revolution in 1917 some other 
countries had a much higher level of development, the 
RSFSR/USSR [Russian Soviet Federated Socialist 
Republic] at that time could be called a developing 
country; to this day, some sectors and regions, respec- 
tively, of the Soviet Union are still characterized by 
underdevelopment. In the 1920’s and carly 1930's, the 
USSR followed a development path which Japan later 
pursued'*? and which, today, many threshold countries 
and other Third World countries pursue, namely, to 
import technologies developed abroad and to utilize 
them for one’s own development process. [passage 
omitted, including section 3] 


4. Summary 


On the basis of empirical studies existing so far, it can 
generally be noted that the influence of Western machine 
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imports On Soviet economic growth cannot be estimated 
precisely; but the available information permits the 
conclusion that they probably were of only little impor- 
tance for the overall economy. Other forms of transter of 
scienutfic knowledge and technology, however, have det- 
initely played a much larger role. The innovation rate in 
the USSR has dropped in the last 10-15 years; vis-a-vis 
Western countries there exists a remarkable technolog- 
ical, and consequently productivity, gap. Under the 
conditions of the USSR’s present economic and societal 
system, a closing of the gap 1s less likely to be achieved 
through extensive technology imports from the West 
than through system changes or far-reaching economic 
reforms, respectively, which will reduce the innovation 
weakness, increase Competitive pressure. and offer 
incentives tor adopting better production procedures 
and manufacturing better products. Industrial enter- 
prises in the USSR are tied into rigid production plans. 
This tie-in effects a “built-in” resistance to production 
changes through technical progress and often prevents 
rapid inclusion in the production process not only of 
internal technological innovations, but also of technolog- 
ical imports. Due to this system-endemic resistance of 
Soviet enterprises to technological innovations, a lasting 
dependence on Western imports frequently could not 
even develop. Accordingly, the solution of current Soviet 
economic problems cannot consist in a more or less 
sizeable contribution by the West to Soviet investments; 
rather, the Soviet Union must look tor possibilities to 
improve the effectiveness of its economic system 
through reforms. As long as reforms of this nature, 
sought by Gorbachev since 1985, have not been imple- 
mented in practice, One Must continue to assume that in 
some central economic sectors there exists a certain 
fixation of Soviet industries on importing Western sci- 
ence and technology. particularly in their disembodied 
form. In view of the scarce resources, attempts to close 
gaps in some areas will most likely lead to the creation of 
gaps in other sectors. 


Only political and economic changes which lead to an 
essential intensification of scientific communication and 
an exchange with Western countries, to growing access of 
Western businessmen to Soviet enterprises and expan- 
sion of cooperation at all conceivable levels, may effect 
changes. But even the effects of such modification will 
stay small if there is no opening up of the system, 
considerably reducing or ending the isolation of scien- 
tists and engineers and making orientation to the world 
market the basic yardstick for economic development. 


Il. The Strategic Embargo and Its Effects 


Such an orientation to the world market does not exist in 
the USSR. Instead, foreign trade has always played a 
subordinate role in the Soviet economy. In 1985, the 
share of exports and imports, respectively, in the pro- 
duced national income of the USSR amounted to barely 
4 percent each. Since the establishment of the Stalinist 
economy by command during the !920’s, foreign trade 
activities have beer subordinated to the goal of extensive 








16 ECONOMIC 


self-sufficiency. In general, foreign trade fulfilled a “fill- 
in” function with the job of correcting planning mis- 
takes, preventing supply bottlenecks, and acq: uring tech- 
nologies and goods not available domestically. Hence 
exports served above all the purpose of being able to pay 
for imports, not to stimulate economic growth. 


1. COCOM as an Instrument of the Strategic Embargo 


Soviet foreign trade, however, has also been limited by a 
number of external political factors. Toward the end of 
the 1940's, the Western states under the leadership of the 
United States imposed a strategic embargo on the Soviet 
Union and other communist-ruled countries with the 
aim of denying the USSR and its satellites all advantages 
which accrue to their armaments industry and other 
economic sectors through imports of goods and technol- 
ogies from the West. The advocates of a strict embargo 
policy vis-a-vis the East bloc countries were of the 
opinion that the West should not contribute, neither in 
the military nor the economic sector, to the potential of 
a country that is inimical to the V est. Especially in an 
economic and societal system which boasts central plan- 
ning and where a separation of the military from the 
civilian sector is extremely difficult, a direct translation 
of foreign trade advantages into military improvements 
would take place—and the Western countries must pre- 
vent that very thing. This attitude of denial was based on 
the assumption that the United States and the other 
Western industrial countries could impede the growth of 
Soviet economic and military power by restricting its 
trade with Western firms—an assumption that was not 
only criticized by skeptics in the United States and above 
all in West Europe, but which could be maintained only 
with great difficulty after the explosion of the first Soviet 
H-bomb in 1953 and the Sputnik blast-off in 1957 (that 
is, at a time when East-West trade was extremely low). 
Nevertheless, this assumption led to the situation where 
the export of militarily relevant goods was subjected to 
particularly strict national and international controls. 


The instrument for implementation of these export con- 
trols is the “Coordinating Committee” (COCOM) founded 
on 22 November 1949, which started work on | January 
1950 and whose task it was, and still is, to prepare lists of 
goods and technologies the export of which into the 
communist power bloc is to be controlled. The decisions 
made in COCOM are based on the general consensus of 
the member states (Japan, Australia, and all NATO mem- 
bers except Iceland) that the export of strategically impor- 
tant goods to Eastern countries must be coordinated and 
restricted in those sectors which can contribute to the 
military strengthening of these countries. 


This is not the place to reconstruct the internal Western 
discussions and controversies that took place in the last 
40 years about the advantages and disadvantages of 
comprehensive export controls vis-a-vis communist- 
ruled countries’® and what modifications in COCOM 
discussions in recent months have resulted in view of the 
changes in the USSR’, rather, it is to be examined on 
the basis of the explications presented so far on the 


*2RS-EER-89-100 
7 September 1989 


Structural characteristics of the Soviet economy, what 
impact results tor the Soviet economy. 


2. Effects of the Embargo: The Example of the Computer 
Industry *° 


In view of the inadequate data base i is extremely 
problematical to, first of all, define precisely the position 
that computers occupy in the Soviet economy, and 
secondly, to make clearcut statements on the effects 
actually caused by the Western export and technology 
controls. Not only does the Soviet Union keep the actual 
State of its technological development a secret; even 
information existing in the West [on the subject] is often 
classified because its publication could give a clue to the 
sources, thus endangering them. As a result of these 
information gaps there naturally exist a great many, 
sometimes contradictory, assumptions which respec- 
tively seem plausible and time and again are advanced 
by both advocates and critics of the controls, but which 
musi be Drought into an overall conteat. 


The following difficulties make precise statements on the 
impact impossible: 


—It is not possible to differentiate precisely, for 
instance, between computers built in the USSR and 
the West, because they represent a combination of 
several technologies. Selection of a single indicator to 
determine the disparity between the Soviet and 
Western level of technology (for example, number of 
commands per time unit which a computer can per- 
form) can lead to rough estimates or the situation 
where one 1s comparing “apples and oranges.” 


—Even less is known about the military sector in the 
USSR than about the civilian area. But it can be 
assumed that the technological level in the military 
sector 1s very much higher, so that nonavailability in 
the civilian area in no way permits the conclusion that 
technology in the USSR does not exist in principle. 


—The determination of “lags” 1s often based on diver- 
gent data: announcements of technological break- 
throughs may refer to the production of a prototype, 
for example, or the start-up of serial production. 


—Answering the question just when it is a case of 
availability to the Soviet Union of a technology 
depends not only on the existence of the technology, 
but also on the production volume. And that in turn 
differs according to product: with supercomputers, 
very few are sufficient; with personal computers one 
can speak of availability only with several tens of 
thousands. 


In his study, Goodman examines a few examples from 
the broad sprectrum of computer technologies in order 
to determine sensitivities, 1.e., supercomputers, storage 
capacities, microelectronic components, and software. 


In the area of supercomputers which, for example, can be 
used for weather forecasting, economic planning, cryp- 
tology, and also for the design of nuclear weapons, quite 
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evidently there exists a big gap vis-a-vis the West; there 
are indications that there had been great, above average, 
development problems in this area. This sector has 
always played an important role in COCOM controls; 
the performance capacity of the machines (measured in 
Processing Data Rate, or PDR) sets the standard for it 
Since such equipment is manufactured only by very few 
producers, and also only in small numbers, it was prob- 
ably hardly possible for the USSR to gain access to its 
technology*'. In this area, therefore, one can really speak 
of a success of Western export controls. It was above all 
the result of U.S. efforts, since these supercomputers 
initially were produced only in the United States. That 1s 
changing at present, however: Later developments in 
Japan as well as in West European countries have led to 
the building of such machines. The United States have 
lost the monopoly; according to latest reports by the 
Soviet Union itself, they have concluded the testing of a 
supercomputer (“ES-1068") which can master 10 mil- 
lion operations per second *-. Nonetheless, one can draw 
the conclusion that without Western export controls, the 
Soviet computer industry would be further ahead 1n this 
area than it is according to available information. 


In the area of availability of large storage capacities, also, 
there is a gap compared to the West which the USSR 
(and also the other CEMA countries) so far has not been 
able to close. Since imports of such fixed disks as well as 
production technologies were not possible because of the 
strict COCOM controls, Soviet enterprises began to copy 
and further develop IBM and IBM-compatible products, 
but a number of problems arose in the design and 
production, however. In this area, also, in all probability 
the level of Soviet computer technology would be more 
advanced had there been no COCOM controls. But the 
difference to supercomputers consists in the fact that the 
number of Western producers 1s very much larger and 
that very much better possibilities exist to satisfy at least 
a part of the demand through illegal measures. However, 
this concerns rather weak technology transfer possibihi- 
ties on which one cannot rely permanently. 


The production of ever better microelectronic compo- 
nents (chips) is decisive for the production of faster, 
smaller and also cheaper hardware. The Soviet Union 
has always had problems producing such chips at low 
cost, of sufficient quality and in large quantities. 
Progress in this area has long been a part of technology 
policy priorities. In view of the fact that such chips are 
being offered by countless Western producers and that 
they are also contained in a great variety of simple 
consumer goods ‘including electronic toys, chess com- 
puters, and offic. * nent), effective restrictions on 
their being exporti.i io the USSR or other CEMA 
countries is hardly possible. However, control 1s possible 
through restricting exports >f production technologies, 
and also of equipment and inaterials needed for the 
production of chips. For the sector of chip production it 
holds generally true that here, also, less comprehensive 
controls by the West would have led to wider production 
and application of such components in the Soviet 
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economy. Because of the complex possibilities of 
applying chips, significant progress in this area 1s pos- 
sible only through improvements in the processing of 
sophisticated materials, through the application ot CAD 
(Computer Aided Design) systems, through rigorous 
quality control, and through considerable expansion of 
production plants. 


The most significant technological gap between West 
and East exists evidently in the software sector. The 
Soviet Union lags considerably behind with regard to the 
development of programs for computer systems as well 
as areas of application. Because of the rapidly increased 
importance of software for technological development 
and possibilities of economic application, Western 
export controls have concentrated on including software. 
But it 1s extremely difficult to effectively control the 
transfer of software since there exists an overwhelming 
multitude of scientific, industrial and state sources. 
Furthermore, the transfer ot software 1s promoted by the 
ease of mechanical and electronic transmission. 


3. Summary 


The social and economic circumstances of a country 
such as the USSR are perhaps most clearly reflected by 
the example of software development and hence also the 
possibility of using creative potentials for development 
at all levels. And the existing gap 1n this field permits the 
conclusion that the delayed development of high tech- 
nologies in the USSR was also caused by COCOM 
controls, but that first of all the responsibility for the 
extent of the gap hes with the system-inherent innova- 
tion impediments and the interferences resulting from 
the economic and societal system discussed tn part |. In 
general it can be said that COCOM controls without a 
doubt may have contributed to slowing the innovation 
pace in the USSR, and above all in the technologically 
most advanced sectors. But they alone have not caused 
the relative lag of the USSR’s international economic 
competitiveness. The causes for that are primarily 
“homemade.” But one must not overlook that the 
reduced or even nonexistent access of the USSR and 
other CEMA member states to technologies developed in 
the West have caused these countries to make consider- 
able additional efforts in the field of research and devel- 
opment and in the use of scarce resources, which are 
lacking in other sectors. This was particularly the case in 
the USSR, which in view of its security policy goals on 
the one hand, and reduced access on the other, could not 
rely on more or less fortuitously available technologies, 
but had to make its own efforts to counter the military 
and economic challenges which it felt were urgent. 


Ill. Changes Under Gorbachev 


At the beginning of the 1980's there had already been 
various Soviet efforts to reduce the relative technological 
lag. or to at least not let 1 grow larger. These initiatives, 
which were to arrest the internal innovation weakness 
and also reduce the effect of COCOM controls, were 
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expressed in a number of national programs; they finally 
also led to a number of international concepts within the 
framework of CEMA. 


The great number of proposals and concrete initiatives 
presented so far by Gorbachev** aim at radically 
changing the traditional economic system and imple- 
menting the intensification of production. Once imple- 
mented, they would decentralize economic decisionmak- 
ing, enlarge the autonomy of enterprises, increase the 
size of the private sector, lessen price control, reduce or 
entirely eliminate subsidies, and cut back the extent of 
bureaucracy. The following factors are necessary for 
industrial modernization: 


—Creating a better incentive system to improve the 
range of goods; 

—Overcoming resistance in enterprises to the introduc- 
tion of new technologies; 

—Scrapping of technically obsolete machinery; 

— Tightening quality controls; 

—Improving the incentive system for successful research 
and development work. 


However, implementation of these goals, particularly in 
the machine building sector which 1s seen as central, 
requires considerable efforts, and it may take a very long 
tume until such principles are implemented in practice. 
For this reason one must question to what extent the 
USSR is able to compensate its economic deficits 
through utilization of high-tech developments in other 
sectors (particularly the military), or through coopera- 
tion with other countries. 


1. National Efforts—Using the Example of Technology 
Transfer from the Military to the Civilian Sector 


Removing the “internal COCOM list” in the USSR, i.e., 
reducing obstacles to a technology transfer from the 
military and space sectors, respectively, to the civilian 
sector of the Soviet economy in recent years has fre- 
quently been seen as a possible source for additional 
economic growth. Such considerations practically offer 
themselves on a platter, since according to assessments 
by the U.S. Department of Defense, the technological 
level there often reaches world standards and occasion- 
ally even surpasses the potential of the U.S. defense 
industry **. Available data on this sector are unsatisfac- 
tory, which is not surprising considering the rigid secrecy 
in the Soviet military. But from the fact that in recent 
years indications have become more numerous that the 
potential for the civilian industry is lying fallow, one can 
arrive at the assumption that much room for maneu- 
vering exists there for scientific-technical progress*> 
Furthermore, a greater correlation between the civilian 
and the armaments sector would reduce a dilemma of 
the Soviet leadership, which consists in having to 
increase arms spending on the one hand in order not to 
fall behind in the international race and, on the other 
hand, having to lower armaments expenditures in order 
not to endanger overall economic development *. 


JPRS-EER-89-100 
7 September 1989 


Evidently there already exist a number of instituuions 
which are to undertake or accelerate, respectively, such a 
transfer, such as scientific and technical information 
agencies and societies, as well as the military-industrial 
commission and the office for machine construction *’. 
Concrete transfers have also been reported, such as 
industrial robots, flexible production systems, technolo- 
gies of metal processing, of the foodstuffs industry and 
medical industry **. In addition, there has been a transfer 
of managers from the defense sector to civilian industries 
in order to contribute to raising the quality standard and 
reliability in production*®’. But nowhere is it being 
Stressed that such a technology or manager transfer. 
respectively, has reached considerable dimensions or 
that it had already had a decisive effect on progress in 
industry. Also, no key technologies such as microelec- 
tronics Or Computers are mentioned as examples. That 
evidently ts already different in the space industry which 
seems to maintain closer contact with civilian sectors of 
industry and permits spinoffs much more readily than 
the specialized armaments industry. 


In addition to the general catalogue of measures to 
promote science and technology in the Soviet Union as 
apparently planned up to now (among others, reform of 
the educational system, new orientation of investment 
policy, expansion of the incentive and punishment 
system, respectively, for scientists, engineers and man- 
agers), at present the focal points can be recognized for 
cooperation of civilian industry with the defense and 
space sectors*”’: 


—Improvement in the long-term planning of science, 
technology and industry, and translation of research 
and development results into production or, respec- 
tively, modernization of civilian and military indus- 
tries, 


—Development of key programs in the field of science 
and technology with “dual use”—technologies and 
emphasis on technology transfer between the military 
and civilian sectors: 


—Reorganization of the State Planning Committee 
(Gosplan), the State Committee tor Science and Tech- 
nology and the Academy of Science with the goal oi 
Strengthening their role in planning and coordinating 
the science and technology policy: 


—Restructuring the network of research and develop- 
ment institutions, aiming at improving the experi- 
mental bases of science. linking research to produc- 
tion, and establishing interaction between the civilian 
and military sectors in the key areas of applied science 
and technology: 


—Raising technical standards and improving quality 
control according to the model of military industry by 
providing independent inspectors who are subordi- 
nate to the State Committee for Standardization. 


Successful arms control or even disarmament steps 
between East and West may in the long term lead to the 
situation where highly qualified scientists and engineers, 
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at present working in the armaments sector, can be 
released to the civilian sector. Furthermore, it becomes 
less and less possible to distinguish precisely between 
military and civilian applications of technology; origi- 
nally purely “military” technologies are gaining ever 
greater importance for the civilian sector, also—in this, 
developments in East and West are much alike. That !s 
particularly the case in the area of information technol- 
ogies, laser, quality metals and alloys, as well as with 
some types of advanced production technologies. But the 
reverse can also happen: The military sector must more 
and more use orginally “civilian” technologies so that 
exchange and cooperation become more compelling. 
Differentiations are less and less possible. 


It remains uncertain, however, if attempts can be suc- 
cessful to effect radical scientific-technical changes and 
improvement of industrial production primarily through 
greater use of the military sector for civilian purposes. 
The Soviet military has demonstrated noteworthy capa- 
bilities with regard to planning and management of 
comprehensive weapons programs with high priority. 
But the military sector proved to be little suited with 
regard to encouraging and utilizing incremental changes 
and refinements of systems already in existence. Accord- 
ingly, the military sector reflects the deficits of the 
civilian sector analyzed above: Where focal points were 
created, Soviet engineers achieved notable successes, 
although there still exist considerable lags vis-a-vis 
Western military production in key areas such as design, 
manufacture, and quality contro! in microelectronics 
and computer technology. On the other hand, lower 
priorities have led, and still lead, to disproportionate lags 
vis-a-vis technologically advanced sectors. Thus the 
opening up and greater inclusion of military industry 
alone does not bring about an improvement of the 
present economic system and ultimately also does not 
remove the causes of the existing innovation weakness, 
but at best smoothes out difficulties in implementing 
demanding programs. 


2. International Initiatives—Using the Example of the 
‘Complex Program 2000”' of the CEMA Countries 


On the initiative of the Soviet Union efforts were made, 
not only through bilateral cooperation in the areas of 
science, technology and production with individual 
CEMA member states up to the year 2000, but also in the 
area of the “Council for Economic Mutual Assistance,” 
to turn key technologies to use for the development of 
the Eastern integration system, and thereby not only to 
react to the technological challenges and related indus- 
trial policy programs of the West, but also to compensate 
for the actual or potential nonaccess to such Western 
developments through concentration of their own 
efforts. In the “Complex Program 2000,” adopted at the 
4ist CEMA council meeting in December 1985, five 
main directions are established for scientific-technical 
cooperation to the year 2000, which are 


—Electronization of the economy, 
—Complex automation, 
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—Accelerated development of nuclear energy, 

—New materials and technologies of their production 
and processing; 

—Accelerated development of biotechnology. 


In aldition to the fact that the technology imports 
carried out by the Soviet Union and the other CEMA 
countries during the 1970's were only conditionally 
successful and that, for political and military reasons, 
access to such technologies had had its limits, the cre- 
ation of this initiative was probably also due to the fact 
that intra~CEMA cooperation in the area of science and 
technology left something to be desired and hardly had 
any impact on the socioeconomic development of the 
member states. It 1s not surprising that the initiative for 
this program came from the Soviet Union**. Namely, 
implementation of this progran: would put it in the 
position to gain impulses for its own technological devel- 
opment from a strengthening integration of the member 
States which, on their part, are developing divergent 
economic mechanisms, and to be able to influence the 
socioeconomic developments of the other countries 
through their more intensive bonding. 


The main directions of the program are to be imple- 
mented through agreements and treaties between inter- 
ested states, taking into account the phases: science— 
technology—production—sales. For that, plan 
coordination in the science and technology sectors are to 
be improved, and a comprehensive exchange of infor- 
ma! .9n is to take place about the technologies in CEMA. 
Furthermore, a stronger specialization of the member 
states and expansion of contractual direct relations 
between enterprises and institutions is being sought. 


Due to insufficient data it cannot be precisely estab- 
lished to what extent the goals of the “Complex Program 
2000” were still incorporated in the 5-year plans of the 
CEMA member states**. Although it is certain that in the 
above-mentioned five areas of concentration for 93 
subject complexes (930 subthemes and 2.400 individual 
tasks) the strategic goals and the stages of their imple- 
mentation were established, the actual distribution 
between the countries remains unclear, as does the pace 
at which these stages are to be carried out. But it ts 
conceivable that, in the discussion of coordinating the 
CEMA countries’ economic plans for the 1991-95 period 
more importance was given to the goals of the Complex 
Plan 2000, and that the demauds are being taken into 
account which the Soviet Union has linked to this 
program. 


Reserve might be advisable with regard to the expecta- 
tions placed in such a program since the organizations 
and international associations existing at present in 
CEMA cannot fulfill the changed demands, or only 
imperfectly so**. Accordingly, direct relations between 
enterprises as propagated hy the Soviet Union have 
stepped strongly into the foreground. In fact, such coop- 
eration can replace the long and cumbersome traditional 
forms of cooperation and actually contribute to intensi- 
fication and a more efficient industrial division of labor. 
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But since the old economic mechanisms continue to be 
in effect in the participating countries, and since it 1s not 
foreseeable that price setting in the individual countries 
will be reformed according to the application of eco- 
nomic criteria, least of all that possibly occurring 
reforms are coordinated with each other, direct relations. 
also, are subject to considerable impediments (questions 
of cost sharing, ownership, pricing, offsetting, etc.). Fur- 
thermore, technologically highly developed countries in 
CEMA such as the GDR not only fear that future 
cooperation will concentrate on “piecemea!” items and 
that the other sectors are ignored, but aiso that expansion 
of direct relations, for instance with the USSR, will 
hinder rather than promote scientific-technical progress 
in the GDR because of the intrinsic tying-up of cavaci- 
lies. 


3. Summary 


Since 1985, a great number of initiatives to improve the 
economic situation have been undertaken in the USSR 
(and also in CEMA), which can be interpreted as a 
reaction to the political and military effects of Western 
export contro! policy. In addition to attempts to stimu- 
late trade with the West*, not to be discussed here. there 
was particular emphasis on efforts to mobilize so far 
unused national reserves—particularly in the muilitary- 
industrial sector—and to propel the member states of the 
socialist integration system toward more comprehensive 


cooperation in science and technology. The analysis of 


options showed that greater incorporation of the military 
research and development level attained so far into 


civilian sectors of the economy as well as adoption of 


managers and production procedures can definitely lead 
to improvements or, respectively, to a reduction of 
defici's in production that have occurred so far. But the 
limits to such a procedure are inherent in the economic 
mechanism itself which impedes the newly-gained tech- 
nology policy room for maneuver without the 
announced but only hesitantly occurring change of other 
relevant factors, such as decentralization of decision- 
making processes, greater autonomy of enterprises. 
implementation of price reforms, etc. 


The same holds true for greater incorporation of scien- 
tific and technological capacities within CEMA through 
the “Complex Program 2000.” But here not only the 
divergent economic reform processes in the individual 
member states have an obstructing effect on coopera- 
tion. Rather, better cooperation between CEMA states 
(more accurately, between the USSR and the other 
CEMA member states) sought through the “Complex 
Program 2000” will probably be successful only if the 
economic mechanism of socialist integration is renewed, 
i.e., if a new price and exchange rate system 1s created 
that takes into account economic criteria, which includes 
the further development of the financial mechanism in 
CEMA. That, however, presupposes corresponding 
changes in the individual member states, and not only 
the proclaimed will of the member states—which must 
also manifest itself in deeds—to achieve actual changes 
in CEMA. 
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IV. Conclusions 


The economic reforms announced in the USSR under 
Gorbachev since 1985—some sull under discussion, 
some already inmitiated—so far have not been able to 
nouceably reduce the clumsiness of the system of central 
planning. Without a dcubt. partial areas of industrial 
production requiring high research and development 
expenditures have particularly been included in the 
reform attempts in order to optimize the ratio between 
central plan presettings and decentralized decision- 
making options. The military and armaments managers 
also have a great interest in this since they expect 
positive effects from the success of the desired modern- 
ization policy for the armaments sector, also. However, 
some decisive factors have not been taken into consid- 
eration. The Soviet economic system geared to focal 
points gives preference to sectors of high priority and 
allows impressive successes, for instance in space and 
also in arms production, but at the same time it prevents 
diffusion of technological knowledge in the other sectors 
of the economy. A lack of incentives to introduce new 
technologies into production, a lack of effective demand 
tor new products, and inadequacies in the organization 
of research and development are an expression of inno- 
vation deficits. Improvement of the infrastructure, 
needed for technological reasons, for instance regarding 
the exchange and dissemination of intormation and 
improving production, has not occurred so far. The 
existing inflexibility is caused particularly by the vertical 
structure of information flows with the resultant deficits, 
the hierarchically structured disposal of information, 
and the corresponding decisionmaking mechanisms. 


The use of high technology in the form of microelec- 
tronics, computer technology, telecommunications, etc., 
attains a qualitatively new significance only if a direct 
exchange becomes possible between horizontally inter- 
connected users and free access in principle to large data 
banks and information systems. This will not happen in 
the foreseeable future, although an expansion of commu- 

ications and information networks ts quite conceivable 
in the armaments sectors and priority research and 
development. Hence there can only be below-optimal 
results in the translation of research and development 
results which, however, in no way precludes certain 
efficiency successes. But ultimately this does not replace 
the necessary steps in the direction of a system geared to 
competitiveness which reduces the aforementioned 
impediments to innovation. 


Can imports of goods and technologies from the West 
assume this function—the reduction of innovation 
impediments? The abovementioned results of studies on 
this problem area permit the general conclusion that in 
some sectors—above all, the chemical industry and the 
computer area—imports from the West were of essential 
importance. But Soviet imports were essentially limited 
to proven technologies. And the advantageous effects of 
such transfers were restricted by the Soviet system's 
limited capability to assimilate their own as well as 
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imported technology and let 1t comprehensively pene- 
trate into the production process. Soviet enterprises such 
as the chemical and machine tool industries took 3-4 
years longer than Western enterprises to absorb new 
machinery and equipment. 


It is one of the most important political goals of the 
Soviet leadership under Gorbachev to expand the room 
for maneuverability for internal reform policy. In 
internal policy, this brought about promotion of opening 
up the armaments sector and, more than before, let the 
civilian industry have a greater share in the technological 
advances achieved there. Beyond that, the Soviet lead- 
ership attempts to create a foreign policy climate of 
detente that makes a new round of the arms race 
superfluous and even frees up resources for the new 
economic policy course, for example through disarma- 
ment steps in the conventional sector. A side effect of 
this policy may consist in reducing perceptions of threat 
in the West, thereby depriving Western countries of the 
basis of legitimation for the extensively executed export 
controls. 


Would a reduction in export controls. and hence 
improved access for CEMA states to Western high tech- 
nologies, for example in the computer sector or telecom- 
munications, promote the economic reform process or 
democratization, thus contributing to the creation of a 
modern industrial and information society in the USSR” 
In answering this question, various development direc- 
tions are conceivable because, on the one hand, the free 
flow of technical, economic, social, and political infor- 
mation to one center could make the creation of a total 
surveillance state feasible (catchword: “man of glass”). 
But on the other hand, this flow also promises a greater 
development of individual and societal possibilities, 
namely through the creation of an infrastructure which 
improves the information flow and makes communica- 
tion possible. If one were to assume that, within the 
framework of the democratization processes in the 
USSR, the rights of individuals (this means citizens as 
well as economic units) are to be promoted and not 
subjected to greater supervision, then in the economic 
area the existence of hierarchically structured informa- 
tion advantages can be reduced and commercial advan- 
tages of other agents (enterprises, plants, party and 
ministry bureaucracies) can be curtailed; deliberate uti- 
lization of the advantages of technological innovations 
can increase the pace of technical progress and hence 
accelerate economic growth. 


With regard to COCOM controls themselves, on the 
basis of the above analysis it must be said first of all that. 
without a doubt, they have hampered the direct transfer 
of militarily relevant high technologies from the West to 
CEMA countries and have forced the Soviet Union into 
making their own cost-intensive developments, even for 
high technologies not directly usable militarily. The 
cut-off from Western developments, however, not only 
had a deprivation effect by restricting options and 
maneuverability, respectively, but also forced indepen- 
dent developments which led to success in connection 
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with clearcut economic and technology policy priority 
Settings and key programs. Since the armaments sector 
was given unequivocal priority in view of the system 
conflict, the confrontation with the military potential of 
the United States and NATO, and the strong perceptions 
of threat even intensified by the Reagan policy of mili- 
tary strength, armaments expenditures rose consider- 
ably—their importance increased through the ever more 
sluggish economic grow ih-—and absorbed an ever greater 
share of the national income. The result was only a smal! 
increase of funds for civilian sectors: investments were 
cut, productivity growth rates dropped. and interna- 
tuuonal competitiveness deteriorated. Surely a country as 
large and rich in resources as the USSR has a number of 
possibilities of internal (better organization) and 
external (linking up the other CEMA states) adaptation 
in order to counter the bottlenecks thus effected. A 
considerable reduction of Western export controls to 
strictly militarily relevant products and technologies. 
and hence the Soviet Union's greater possibility of using 
the worldwide international division of labor, accord- 
ingly would—under otherwise equal conditions— 
initially affect the civilian sector and reduce the impair- 
ments in sectors of lower priority (light industry, 
consumer goods industry, agriculture). 


This, however, can be no substitute for internal reforms. 
Empirical evidence has clearly proven that importation 
of technology from the West is no guarantee for its 
efficient use. Just as elimination of the “internal 
COCOM list™ between the military and civilian sectors 
in the USSR, a reduction of Western export controls 
within the COCOM framework (which is the equivalent 
of raising the technology substance of imports) might 
increase the elbow room for implementing the economic 
policy reform program, but it cannot substitute for these 
reforms. Paradoxically, better access to Western prod- 
ucts and technologies could even have the opposite effect 
by reducing the need for economic reform. But such an 
interpretation is inclined to overestimate the importance 
of technology imports from the West: With the exception 
of a few sectors, they have never played a decisive role. 
And in view of the emphasis with which Gorbachev is 
pushing ahead with “perestroyka™ and the reduction of 
traditional societal structures, considerations of possibly 
reform-hindering effects of technology imports in the 
Soviet Union probably play only a minor role. Rather, 
the desired economic opening-up (perhaps in the form of 
joint ventures which favor a technology transfer) are 
linked to numerous economic, political and societal 
spillover effects which cannot become effective without 
reforms. 
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CEMA, Yugoslavia 1988 Agricultural Production 
Reviewed 
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in German Vol 34 No 2, Jun 89 pp 118-126 


{Article by Zdenek Lukas: “CEMA and Yugoslav Agri- 
culture in 1988”; first paragraph is abstract appearing in 
English in original] 


[Text] 


Abstract 


The agricultural sector in the socialist countries recorded 
only very modest growth rates (CEMA': O.9 percent; 
Yugoslavia: -5 percent); crop production decreased while 
animal production was on the rise. Mainly because of a 
decline in the USSR the total grain harvest diminished 
by almost 6 percent. Production of sugar beets and 
potatoes also declined. On average fodder utilization and 
animal yields showed a moderate improvement. Terms 
of trade for CEMA importers deteriorated. Overall grain 
imports of Eastern Europe? reached about 5 million 
tons, as much as in 1987. Soviet grain imports expanded 
by 20 percent (to 36 million tons); sugar and meat 
imports remained practically unchanged (3 million tons 
and 0.8 million tons). 


Survey 


While meat consumption in Eastern Europe (with the 
exception of Romania) rose in recent years, self- 
sufficiency in farm products increased slightly. At the 
same time imports of meat, grain, and fodder concen- 
trates either declined a little or stagnated. In view of the 
fact that livestock holdings did not grow substantially, 
we must conclude that the rising animal production was 
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due to better fodder utilization and yield per animal. As 
for the grain trade, the differences between the various 
countries have diminished: The traditional grain 
importers needed to purchase less, and some of the 
former grain exporters (such as Bulgaria and Romania) 
were compelled to import. Hungary is the only grain 
exporter left in CEMA. The Soviet Union also recorded 
a slight increase in meat consumption as the result of 
fewrwe domestic meat production. This, though, was 
achieved on the basis of fodder imports. 


After stagnating in 1987, agriculture in all socialist 
countries rose slightly in 1988. In the Soviet Union, 
perestroika has so far brought about little improvement 
in agriculture. Hungary and the CSSR recorded satistac- 
tory results. GDR agriculture may possibly be on the 
verge of a crisis. Poland’s result was |-2 percent below 
that of 1986. Farming in Bulgaria and Yugoslavia sull 
has not recovered from the crisis of recent years (due in 


part to weather conditions). Despite official claims of 


record yields in Romania (that have not been credible tor 
the longest time), Romanian agriculture is mired in a 
profound crisis. 


Ths situation on the international farm markets wors- 
ened for CEMA importers in 1988. By comparison with 
the end of 1987, world market prices of corn and wheat 
rose by more than a third (to $136 and $154 per ton 
respectively), due to lower output by the leading world 
grain exporters (the United States and Canada). Sugar 
prices increased by more than 20 percent (to $192 per 
ton). This was a particularly serious blow to the USSR— 
compelled to import more grain (36 million tons) and 
almost 5 millon tons sugar—despite declining earnings 
from exports of energy sources (oil, natural gas). The 
Soviet Union purchased pork and poultry meat at some- 
what lower prices on the world market, while beef was 
slightly higher (the total was around 0.8 million tons). 
Overall East European grain imports are unlikely to have 
varied much (1987: more than 5 million tons net). 


Soviet Union 


Soviet agriculture recorded a roughly 0.7 percent gross 
growth in 1988, virtually the same as in 1986-87°. The 
decline in crop output (-2.7 percent) is probably an even 
greater if we consider the losses in the production of the 
most important crops: The grain harvest dropped by 7.7 
percent to 195 million tons, the heaviest loss being 
suffered by barley. Potato and sugar beet output fell by 
17.4 percent and 2.9 percent respectively. The crude 
fodder harvest also appears to have been lower than in 
1987. Cotton (+7.6 percent) and sun flowers (+2 per- 
cent), on the other hand, recorded satistactory results. 
Despite the 1988 decline, average grain harvests in 
1986-88 (205 million tons) achieved a result better by 25 
million tons than in 1981-85. Stull, in 1976-80 the Soviet 
Union had already managed to harvest an ann — 
average of 205 million tons 


Considering the drop in crop production, the relatively 
strong rise in livestock production was possible only by 


ECONOMIC 25 


means of increasing todder imports. However, the 
growth reported in meat and egg production (+2 percent 
each) and milk production (+3 percent) does not quite 
match the growth of total livestock production (3.4 
percent). Yields per animal have moderately improved. 
Stocks of crude fodder consumers declined (beef cattle: 
-1.5 percent, sheep and goats: -| percent), rising only 
slightly tor concentrate consumers (pigs: +4 percent). 
Holding 20 percent of all livestock, private producers 
accounted tor more than 25 percent of the total meat, egg 
and wool output and 20 percent of dairy production. We 
must, therefore, conclude that this group of producers 
achieves higher yields per animal. 


In 1988 the USSR imported 36 million tons grain, 20 
percent more than in 1987. The United States, Canada, 
and France were the most important suppliers. In 
autumn 1988, the United States and the USSR extended 
their grain agreement until 1990. According to this 
agreement, the Soviet Union is purchasing 8 million tons 
grain and about | million soybeans per annum trom the 
United States. As it was possible to meet the increase in 
the domestic per capita meat consumption by | kg (to 65 
kg) by an increase in domestic meat production, we 
assume virtually unchanged meat imports for 1988 
(1987: 858,000 tons). The good sugar beet harvest in 
1987 benefited sugar supplies in 1988, and sugar con- 
sumption dropped* (1988: -5 percent). We, therefore, 
also assume a Slight decline of 1988 sugar imports (1987: 
5 million tons). 


Bulgaria 


The 0.7 percent decline in gross farm output in 1988 
underlines the persisting agricultural crisis: The output 
volume is about 8 percent below that of 1982°. 
According to our calculations, total 1988 crop produc- 
tion declined by 1.7 percent. The losses in the output of 
tobacco (-16 percent), corn (-1 3 percent), sunflowers (-11 
percent) and crude fodder were substantial though par- 
tially made up by better yields for barley (+20 percent) 
and wheat (+14 percent). The increased cultivation of 
winter barley and winter wheat (around 8 percent) 
turned out to be the correct way to better cope with the 
spring drought. Stull, the overall grain harvest (a total of 
8 million tons—+7.7 percent by comparison with 1987), 
was still 20 percent below that of 1982. The losses in fruit 
and vegetable output had adversely affected domestic 
supplies rather than exports. 


Livestock production generally stagnated, though 
increasing by more than | percent in the socialist sector. 
An up to 3 percent drop must be assumed for the private 
sector (more than 30 percent of total livestock produc- 
tion). This 1s due largely to the lack of fodder. During the 
drought, the socialist sector was better supplied with 
fodder trom the state fodder reserve than the private 
producers who were, therefore, compelled to reduce their 
stocks more than producers in the state sector. Total 
meat production rose by more than | percent on the 
basis of larger todder imports. This growth occurred 
mainly in pig and poultry production. The decline in 
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total milk output is due to lower milk yields (to less than 
3,700 liter per annum), because cows suffered most from 
the lack of crude fodder. Total egg output stagnated. 


Farm imports from the nonsocialist countries increased 
in 1988; the greatest rise occurred with respect to fodder. 
We assume net fodder imports to have amounted to 
about | million tons grain and around 0.5 million tons 
concentrates, especially from the West. When we also 
take into account the loss of output of fruit and vegeta- 
bles—the most important Bulgarian export commodi- 
ties—the surplus has most likely shrunk for the entire 
produce trade. Meat exports—at more than 100,000 ions 
net—stayed at the level of the previous year. 


The reasons for the farm crisis are to be found mainly in 
insufficient investments, poor harvests, poor labor orga- 
nization, low labor productivity, and the lack of replace- 
ment parts. Soil erosion represents an increasing serious 
threat: As the result of inadequate ecological and agro- 
technical interference, 80 percent of farm land are suf- 
fering water erosion and a third is affected by wind 
erosion’. 


CSSR 


Czechoslovak agriculture registered 2.2 percent in gross 
1988 farm output, outdoing its record of 1984’. Crop 
production grew faster (+3.2 percent) than livestock 
production (+1.5 percent). Though, at 11.8 million tons, 
the grain harvest achieved its second best result and 
crude fodder production was satisfactory, fodder sup- 
plies remained under pressure at the turn of 1988/1989. 
Greater meat output permitted an above average rise in 
1988 meat consumption to more than 90 kg per capita’. 
This resulted in additional demand for fodder grains and 
other concentrates (about 0.2 million tons, converted to 
grain units). Rape, potatoes, and hops continued to 
record good results. A 33 percent rise in fruit production 
made up for the losses suffered in 1987 due to hard 
frosts. Still, fruit consumption (roughly 60 kg per capita) 
remained very low. Pulses, vegetables, flax, brewing 
barley, and rye for the food industry all achieved lower 
yields. The loss was particularly serious with respect to 
sugar beet (-17 percent), resulting in a loss of earnings of 
sugar exports in the amount of some $34 million 
(converted)”. 


We assume that meat production rose by around 3 
percent, with the largest rise recorded for poultry. Milk 
production stagnated, though milk yields improved 
slightly. Egg production declined. Beef cattle raising 
(whether feeder cattle or milk cows) continues the 
greatest problem of animal production. 


Czechoslovak farming achieved quite good results with 
respect to gross output. Problems persist as the result of 
unduly high production costs that lead to the weak 
growth of net output. Despite the strained concentrate 
situation, fodder imports barely rose in 1988, because 
fodder utilization improved a little and grazing condi- 
tions were good in autumn 1988. (1987 grain imports 
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amounted to some 0.2 million tons, fodder concentrate 
imports to about 0.6 million tons net). 


GDR 


Though crop production suffered a sharp drop (11 per- 
cent, due to some extent to adverse weather conditions), 
larger fodder imports kept 1988 animal production at 
roughly the same level as in 1987'°. Overall gross farm 
Output declined by 4 percent, to the 1984 level. Net farm 
Output dropped by 8 percent, leading us to assume a 
substantial rise in specific materials consumption. Sugar 
beet (-40 percent) and vegetables recorded specially 
strong declines. Following an average |1 million tons 
grain yield in 1984-87, the 1988 grain harvest dropped to 
10 million tons (-10 percent compared with 1987). 


Livestock holdings declined moderately and production 
remained constant, so that animal yields appear to have 
somewhat improved. Meat and milk output remained 
steady, and milk yields per cow exceeded the 4,000 liter 
limit. Fodder utilization improved, and mortality among 
young animals dropped. Egg and wool production 
recorded a moderate rise. 


To be able to maintain the level of meat production as 
well as the large domestic consumption of 99 kg per 
capita as well as meat exports amounting to roughly 
100,000 tons net, the GDR imported in 1988 additional 
fodder from Western countries to the tune of (converted) 
about $170 million''. Grain imports appear to have 
risen to a total of some 3 million tons, fodder concen- 
trate imports to roughly | million tons. 


Despite a drop in output, food supplies for the public are 
satisfactory by comparison with other CEMA countries. 
However, the much higher production costs are quite 
alarming. They are due, among other reasons,to the 
separation of crop production and animal husbandry. 
Attempts were made in the mid-1980's by various means 
to counteract the clumsiness and high costs of this GDR 
farming model, but they did not enjoy much success. 
GDR agriculture has obviously come up against a growth 
barrier that cannot be hurdled by greater input alone. 
Within CEMA, the GDR—while making the greatest use 
of mineral fertilizers (337 kg NPK [Nitrogen- 
Phosphorus-Potash]} per hectare arable land)}—manages 
only to obtain the third largest hectare yield for grain (4. | 
tons). The unduly lavish use of mineral fertilizers while 
organic fertilization is inadequate, coupled with the 
employment of far too heavy farm machinery, results in 
declining soil fertility. By comparison with other CEMA 
countries, the GDR’s equipment with some machines 
may be described as too extensive. Hungary (the major 
CEMA farm produce exporter) employs 40 percent less 
combine harvesters than the GDR, though its grain 
harvest is 50 percent larger. 


Poland 


The 1988 volume of gross farm output rose by 0.6 
percent, while crop production dropped by 0.7 
percent'?. The spring drought adversely affected the 
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grain harvest; at 24.5 millon tons, it declined by 6 
percent. Hectare yields, therefore, once again fell below 3 
tons. Potato and hay production also declined (-4.3 
percent and -3.9 percent, respectively). An even sharper 
drop in crop production was prevented only by a better 
fruit harvest: Compared with the 75 percent drop in 
1987 (caused by late frosts), fruit output rose by 200 
percent in 1988. Even so, it was 26 percent lower than 
the 1986 level. 


Though sugar beet yields per hectare increased, total 
sugar beet yields have stagnated since 1986, because the 
area of cultivation declined. While public sugar con- 
sumption remained the same (per capita consumption: 
41 kg), exports to the West were cut—at a time when 
Sugar prices were rising. As for vegetables, results were 
similar to those of 1987. 


Fodder production declined, but farmers held sufficient 
stocks from 1987 to achieve a 2.3 percent rise in live- 
stock production. However, this percentage 1s too high if 
we take into account the development of the most 
important sectors of animal production. Meat output 
Stagnated. Egg production rose very slightly (+0.7 per- 
cent), milk production declined (-0.4 percent). 


While world market prices rose, grain imports stayed at 
about the 1987 level (3 million tons) In view of its 
foreign exchange problems, Poland is unlikely to have 
raised imports of fodder concentrates (1987: 1.3 million 
tons). In 1987, 250,000 tons of sugar were exported. By 
contrast 1988 exports dropped to 78,000 tons. Exports of 
meat and meat products remained virtually unchanged 
(1987: 138,000 tons). 


Farm policy offered little incentives to farmers: Price 
formation for agricultural inputs was in principle geared 
to supply and demand. Given the monopoly enjoyed by 
the producers, though, it resulted in a price explosion. 
Purchasing prices for farm produce, on the other hand, 
remained in the state domain and only followed the rise 
in input prices after lengthy delays. Consequently the 
terms of trade with the government deteriorated in the 
private farm sector (80 percent of total farm production), 
and real incomes dropped. The situation worsened spe- 
cially at the turn of 1988/1989, so that farmers slaugh- 
tered more livestock'*. 


Romania 


According to official reports'* (without statistical data), 
another record grain harvest was achieved at 32.6 mil- 
lion tons'>. Better results are also claimed for many 
other kinds of farm produce. However, Romanian sta- 
tistics have long lacked all credibility. Gross farm output 
allegedly rose by 2.9 percent. We assume that 1988 
production is more likely to have stagnated—following 
probable declines in 1986-87. 


In addition to system related defects, agriculture is 
plagued by a lack of capital equipment, a state of affairs 
that has worsened lately as the result of rigorous cuts in 
investments. Nor are supplies of seeds, fertilizers, and 
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herbicides/pesticides sufficient by any means. Al a con- 
sumption of roughly 130 kg mineral fertilizer (NPK 100 
percent nutrient) per hectare of arable land, Romania 
occupied the last but one place in CEMA. 


The government also introduced strict diesel fuel 
rationing, and this put a severe strain on the modest 
stock of machinery. The result was a substantial loss in 
harvesting, especially in the fall when early trosts 
occurred in early November, well before the conclusion 
of the potato and sugar beet harvest. The employment of 
factory workers, soldiers, and students was unable to 
prevent a substantial part of the harvest from spoilage’. 


While food supplies for the Romanian public dropped 
radically, exports of meat and live animals appear to 
have risen to more than 300,000 tons, sugar exports to 
more than 400,000 tons. The Romanian Government 
wishes al any price to repay Western loans. Most likely 
grain imports (more than | million tons net respectively 
in 1986-87) were severely cut. 


Hungary 


Gross farm output rose by 4.5 percent’’. Crop produc- 
tivn increased by 8 percent. The grain harvest rose by 4 
percent and achieved the excellent result of 14.7 million 
tons. While wheat (7.1 million tons) broke a record (with 
the best CEMA hectare yield of 5.4 tons), corn output 
dropped to around 6.3 million tons. The production of 
hoed crops rose substantially: Sugar beet by 14 percent 
(also with the best CEMA hectare yield of 38 tons) and 
potatoes by 25 percent. Following the 1987 loss in the 
grape harvest (by 26 percent, due to frost damage), the 
1987 harvest climbed by 33 percent. Fruit trees did not 
yet recover in 1988 from the frost damage suffered in 
1987; production rose by only 2 percent. Vegetable 
Output increased moderately. The sunflower harvest 
declined by 11 percent. 


Livestock production rose by | percent; pig and beef 
cattle stocks by roughly 1-2 percent to 8.3 million and 
1.7 million, respectively. Due to the severe drop in egg 
consumption and exports, stocks of laying hens were 
sharply cut in the second half 1988. Egg production, 
therefore, is likely to have fallen substantially (around -5 
percent). Meat and milk output are estimated to have 
risen by 1-2 percent. 


The exports of farm produce and processed foods 
increased by 20 percent (at current prices). Exports to 
hard currency countries rose by 32 percent: indeed 73 
percent of all exports are paid in hard currency. Grain 
exports grew from 1.4 million tons (1987) to around 2 
million tons (1988), with about 1.5 million tons going to 
the Soviet Union (mostly for hard currency). Total meat 
exports are likely to have remained at 0.5 million ton 
level. Exports of fruit, vegetables, vegetable oil, wine and 
spirits recorded a remarkable growth. Imports increased 
by 6 percent, and |2 percent of this total was accounted 
for by hard currency. Some 85 percent of all Hungarian 
farm imports are paid in hard currency. Fodder concen- 
trates occupy pride of place in imports (roughly 0.6 
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million tons). The traditional surplus in agricultural 
trade improved to about $1.3 billion in 1988. 


Yugoslavia 


1988 gross production dropped by about 5 percent’, 
due primarily to a roughly 8 percent decline in crop 
production. Harvests of sugar beet and sunflowers tell 
sharply (by one-third each). The total grain harvest 
decreased by roughly 3 percent to 14.5 millon tons 
(estimated). Corn, the most important crop, registered a 
13 percent decline to 7.7 million tons. In addition to the 
spring drought, corn production was mainly affected by 
a lack of high quality seed, herbicides, pesticides, and 
fertilizers. Winter wheat was not affected by the spring 
drought and, by a 6.3 million ton record harvest, pre- 
vented an even larger loss in total crop production. 


Livestock production dropped by around 3 percent. 
Discrimination against the private sector and the rapidly 
rising price of inputs contributed to the low capital 
equipment of the tarm sector and the scanty use of 
means of production. The price rise for inputs speeded 
up in 1988 to 221 percent, including a 176 percent 
increase for machines and 240 percent for agrochem- 
cals. Sales prices tor the tarmers rose by only 195 
percent. This resulted in a considerable real loss of 
income and, consequently, a disincentive for the farmers 
with respect to animal husbandry. The crisis 1s specially 
evident in cattle and pig raising. 


Farm exports for 1988 rose shghtly (to more than $1 
billion), mainly due to higher prices. Export earnings for 
grain and wine have dropped but rose for fruit, vegeta- 
bles, live animals, and meat. Since imports more or less 
Stagnated, the negative balance in farm trade has prob- 
ably declined somewhat. 


Prospects and the 1989 Plan 


The countries with the highest production standard 
(Hungary, CSSR, GDR) are aiming at reducing their 
unduly high production costs rather than raise farm 
output. Indeed, Hungary wishes to build up a flexible 
production structure in order to be able to more quickly 
respond to price changes on the world market. Bulgaria 
wants to regain its status as a significant agricultural 
exporter. Romania will probably continue to expand 
farm exports at the expense of domestic supplies—at 
least until all loans have been repaid. Yugoslavia intends 
to increase animal production so as to export more meat. 
Poland will try to make its meat exports independent of 
fodder imports. The improvement of the extent of self- 
sufficiency remains the most important target for the 
Soviet Union. 


The wintering of winter wheat and rape (1988/1989) 
proceeded without damage. This creates good precondi- 
tions for the growth process. On the other hand, the 
winter was too warm and dry for crops planted in spring. 
Pests (field mice, tor example) have also multiplied to a 
great extent, and—in view of the inadequate supplies of 
pesticides—this may result in substantial crop damage. 
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The CSSR and Hungary intend in 1989 to slow down the 
growth of farm production. Growth is to accelerate in all 
other CEMA countries and Yugoslavia, with the aim of 
improving self-sufficiency. The CSSR, GDR, Soviet 
Union and, to some extent Hungary, emphasize crop 
output, while other countries wish to have animal pro- 
duction grow. 


Footnotes 


1. CEMA equals Council for Economic Mutual Aid: 
Bulgaria, CSSR, GDR, Poland, Romania, Hungary, and 
USSR. 


2. Eastern Europe equals CEMA excluding the Soviet 
Umion. 


3. For all official data see PRAVDA, 22 Jan 89. 
4. Due to some slacking-off in the antialcohol campaign, 
illegal alcohol production trom sugar has dropped some- 


what. 


5. For all official data see RABOTNICESKO DELO, 23 
Feb 89. 


6. See ZEMEDELSKE NOVINY, 25 Jun 88. 

7. For all official data see RUDE PRAVO, 26 Jan 89. 
8. See ZEMEDELSKE NOVINY, 21 Jan 89. 

9. Ibid, 27 Jan 89. 


10. For all official data see NEUES DEUTSCHLAND, 
19 Jan 89. 


11. See DIW WOCHENBERICHT No 5/1989, 2 Feb 89. 


12. For all official data see RZECZPOSPOLITA, 27 
Jan 8&9. 


13. See ZUVIE GOSPODARCZE, 26 Mar 89. 

14. For all official data see NEUER WEG, 5 Feb 89. 
15. This grain harvest would have to signity a rise to 4.8 
tons in the hectare yield within 3 years. It took Hungary 
about 15 years to achieve similar top yields when using 
special production systems in grain farming that work 
with inputs at a considerably higher level than Romania. 
16. See DIE PRESSE, 7 Nov 838. 

17. For all official data see NEPSZABADSAG, 4 Feb 89. 


18. For all official data see PRIVREDNI PREGLED, 
14-16 Jan 8&9. 
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GERMAN DEMOCRATIC REPUBLIC 


Forest Damage From Toxic Emissions Analyzed 


23000213 East Berlin SOZIALISTISCHE 
FORSTWIRTSCHAFT in German Vol 39 No 6, 
June 1989 pp 164-66 


[Article by Dr J. Piesnack, Ministry for Agriculture, 
Forestry, and Foodstuffs, Berlin, and Dr W. Floehr, 
Forestry Institute, Eberswalde: “On the management of 
the GDR’s Emission-Damaged Pine Forests’’] 


{Text} Ensuring vigorous production even under condi- 
tions of emissions-induced stress by the GDR’s pine for- 
ests, which make up 51 percent of its total forested area, 
through use of sophisticated forestry techniques, is the goal 
of a new economic management guideline. In the past 
20-30 years the pine forests of the central regions of the 
GDR have been particularly subjected to stress caused by 
sulfur dioxide emissions from the brown coal processing 
industry and power plants. The focus of forestry manage- 
ment practices in the past consisted of counteracting the 
damages, primarily in Damage Zone I, by changing the 
composition of the growing stock to more SO,-resistent 
tree varieties, and in the less-damaged areas a fundamental 
stabilization of the injured pine stands was achieved by 
repeated nitrogen applications. Most recently, the pollu- 
tion component has undergone a modification, primarily 
due to nitrogen and its chemical compounds. The areas of 
damage, with local limitations, have also expanded to the 
pine forests of other bezirke. In most instances numerous 
pollutants—that is, groups of pollutants—are at work. The 
degree of intensity of damage is determined in accordance 
with the altitude, time duration, and dynamic of the 
contaminant. In addition to visible damage to the timber 
stand, a rapid change or transformation of the surface flora 
and a corresponding change in the vegetation type are the 
results. 


Tests conducted after intervals of 20-30 years as part of 
local soil profile surveys have revealed changes in forest 
soils. Discrepancies in the nutritional state and a disturbed 
ecological balance are the results. The knowledge gained 
from researching the connections between pollution con- 
centrations and the management of the forests affected by 
them necessitated a new formulation of the 1982 guideline 
for the management of emission-damaged pine forests, 
which up to that time had been exclusively oriented 
towards the SO, pollutant. A continuation of nitrogen 
applications alone, for example, would result in some areas 
with high nitrogen concentrations in the toxic threshhold 
for nitrogen concentration being exceeded and thus in 
greater damage in the affected forests. Some of the main 
points of emphasis of the new guideline will be considered 
in the following paragraphs. The new guideline was devel- 
oped by the “Pine” Working Group within the SAG 
(Socialist Working Group) Smoke Damage, along with 
essential participation by the Forestry Institute, Eber- 
swalde, the VEB (Nationalized Enterprise) Forestry Plan- 
ning, Potsdam, the Tharandt Forestry Section, as well as 
by the Ministry for Agriculture, Forestry and Foodstuffs, 
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and the Forestry Departments of the Halle, Cottbus, 
Leipzig, Magdeburg, Potsdam, Schwerin, and Dresden 
Bezirk Councils, and was declared to be in force as of 6 
June 1989 by the Minister of Agriculture, Forestry and 
Foodstuffs. 


Among the fundamental principles of the new guideline is 
the premise that the concentration of foreign substances 
has become a local factor of considerable influence and 
only by supplementing as required the local site survey in 
emissions-damaged forest areas can economic forest man- 
agement be conducted on an ecologically sound basis. 
According to our present state of knowledge, the following 
emission types (precipitate types) that are of importance to 
forestry management can be distinguished for the pine 
forest area of the GDR: |. Sulfur-type (SO,-type); 2. 
Sulfur-lime-type (SO,-Ca-type): 3. Sulfur- 
lime-nitrogen-type (SO,-Ca-N-type); 4. Nitrogen or 
ammonia-type (NH,-type), 5. Lime-type (Ca-type); and 6. 
Halogen-type (K, F, Cl-type). Other damaging nitrogen 
oxides, ozone, and organic hydrocarbon compounds can 
affect pine forests. A distinction is made between pollut- 
ants that act as acids on the one hand and pollutants that 
act as bases on the other. For purposes of monitoring the 
ecological condition of the forest, pollutant precipitation is 
classified according to the most significant emission types 
and a corresponding type-designation 1s done for the forest 
districts and state-run forestry-based industries. Five 
levels of damage are established according to the degree of 
damage caused and, depending upon the frequency and 
density of their occurance, they are used to delineate 
damage zones which must encompass at least 250 hectares 
(ha). The varied nature and large areas involved in the 
process of pollutant precipitation and a not-yet-complete 
analytical assessment prevent a precise delineation of the 
areas at the present, but work 1s constantly being done on 
further refinement of this. 


It is generally recognized that the sulfur-type pollutant, 
which had formerly predominated in the principal emis- 
sion areas of Halle, Cottbus, and Leipzig Bezirke, has 
declined sharply and been replaced to a great extent by the 
sulfur-lime-type and the sulfur-lime-nitrogen-type. 
Accordingly, a completely altered surface flora has also 
developed in these areas with thick coverings of turf- 
forming grasses such as Calamagrostis epigeios and 
Deschampsia flexuosa, resulting in an additional burden 
on the water cycle of the forest stands. The real nitrogen- 
type of pollutant appears in the vicinity of nitrogen- 
producing industrial operations and large animal-raising 
installations. In addition to the formation of beach-grass 
cover, the nitrogen contaminant acts as an additional 
stress factor by remaining in the nutrition cycle and 
Causing constantly increasing nitrogen concentrations in 
the pine needles. When the 2.35-percent nitrogen thresh- 
hold is exceeded in pine needles, acute injury to the pine 
trees occurs. An additional factor is that high nitrogen 
concentrations in pine needles lower the trees’ frost- 
resistance. The lime-type of pollutant ts limited to a 
considerable extent to the areas around certain industrial 
installations—for example, Ruedersdorf in Frankfurt/ 
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Oder Bezirk. With the increasing alkalization of the soils, 
slender false brome-grass (Brachypodium s.) and wild 
strawberries, including raspberries, occur in a greater pro- 
fusion of varieties. And finally, the halogen-type of pol- 
lutant is limited to industrial operations of the potash 
industry and where there are chloride and fluornde emis- 
sions, as well as along highways and streets where melting 
agents are used that contain magnesium chloride. Direct, 
caustic injury is done to the needles in these cases and 
therefore the ollowing forestry management practices 
apply our current state of knowledge insofar as the extent 
and progress of the effects of pollution permit. 


In Damage Zone lI, forestry management practices serve 
primarily to maintain the forest eco-system and they may 
be concerned with changing the composition of the tree 
stands. In Damage Zone Il, the forestry management 
practices have a prophylactic character, while in Damage 
Zone II no special arrangements for forestry management 
practices exist. Habitat remains the basis for tree variety 
selection even in the areas affected by emissions. In this, 
the habitat can be negatively as well as positively influ- 
enced by emissions. In the case of pure SO,-emissions the 
selection of tree variety 1s limited to those suitable for the 
pine habitat. Black pine, Weymouth pine, larch, red oak, 
Durmast oak, common oak, copper-beech, false acacia, 
black poplar-hybrids, and birch trees come into consider- 
ation for stand conversions in Damage Zone I. Lime and 
nitrogen emissions in poorer habitats broaden the range of 
trees that can be cultivated by increasing the nutritional 
carrying capacity of the habitat. A distinction is to be made 
as to whether the planting is to be open-field, preliminary, 
or underwood cultivation, or whether it is to be a protec- 
tive barrier planting. For preliminary and underwood 
cultivation, copper-beech, white beech, linden, red oak, 
and sycamore maple trees are particularly suitable in lime 
and nitrogen-affected soils. These preliminary and under- 
wood cultivation measures are not only capable of coun- 
teracting soil degeneration, they can draw excess nitrogen 
into the nutrition cycle. 


Hardy tree and bush varieties, such as sycamore maples, 
red oak, linden, elder, and late-blooming bird cherry, 
should be planted in immediate proximity to pollutant 
producers, such as fertilizer works or large livestock instal- 
lations, as well as along the borders of agricultural areas 
permanently fertilized with liquid manure. Sophisticated 
practices, depending upon the pollution damage and its 
intensity, are necessary not only in the matter of tree 
variety selection, but also in all the subsequent stages of the 
forestry production process—that 1s, in forest regenera- 
tion, weeding, the tending of new growth and young 
stands, and stand improvement. The herbicide tolerance 
of most tree varieties changes along with foreign substance 
concentration, for example. To eliminate certain flora 
coverings, the amounts of herbicides used must be 
increased, which means that there is a general shifting of 
herbicide use to the surface preparation phase. In the case 
of certain emission types, turf-forming grasses occur even 
in young stands, impeding necessary underwood and pre- 
liminary planting measures and increasing the dying-off 
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process in the main stand through direct competition for 
water. Herbicide application in planned underwood oper- 
ations is done either on entire surface areas or in strips 
using broadleaf herbicides such as Roundup, Garlon 4, 
Azeplant, SYS 67, and others. 


In areas affected by lime and nitrogen emissions the 
cultivation of pines using Velpar has proven itself very 
well. As always and in all damage zones, the tending of 
yound stands is onented towards the culling out of pine 
foregrowth because in this way a greater number of trees 
will be available for the vitality selection later. On the 
other hand, hardier folhage trees such as maples, oaks, 
linden, and beeches are to be preserved, especially in 
Damage Zone I. Birches, however, have not proven them- 
selves to be resistant to combinations of emissions. The 
cultivation of young pine stands should proceed according 
to the damage zone and initial state of the trees, but 
independently of the emission type. In the case where there 
has been neglect in tending the young growth, foregrowth 
should be removed in time to preserve high tree density, 
clumps should be opened up to allow crown development, 
and in other respects the practices in Damage Zones | and 
Il should concentrate on the selective removal of trecs 
which can be visually recognized as being seriously dam- 
aged trees of all tree classes. The tending of pine stands in 
emission-damaged areas consists, in all three damage 
zones, merely of culling out dead trees and those that can 
be visually observed to be seriously damaged. A cultiva- 
tion cycle of 2-3 years can be required in the areas of 
damage. In prophylactically removing trees in emission- 
damaged areas of pine growth, however, the trees’ varying 
states of vitality resulting from weather anomalies and 
possible pine tree regeneration must be taken into account. 
If no stabilization can be expected through underwood or 
preliminary culture techniques, the stands are classified as 
ready for end-use, depending upon the damage levels. That 
applies in the case of a volume stand density of 0.4 at 
damage level |, and of a volume stand density of 0.8 in 
damage levels 4 and 5. In emission-dar oged areas with 
nitrogen pollutants, greater needle mass cd changes in the 
wood structure can result from the excess itrogen, which in 
turn means greater danger of limb breakage for braches 
and entire sections of the crown. In addition, there are 
certain forest insect pests and harmful fungal organisms. 
Secondary felling in the stands are ultimately the conse- 
quences. Fertization in emission-damaged areas can there- 
fore only be undertaken based on soil and needle analyses. 
In poor pine locations with SO,-type pollution, nitrogen 
fertilization can, as always, be important where there is an 
acute nitrogen shortage. For shortages of potash or mag- 
nesium in areas affected by the nitrogen, sulfur- 
lime-nitrogen, and nitrogen oxide-type pollutants, fertili- 
zation with 60 to 80 kg/ha KO in the form of Kamex or 60 
kg potash or 40 to 80 kg/ha MgO in the form sulfate of 
magnesia Or potassium salt is required. 


Protecting the forest against injurious factors—both living 
and non-living—has a special meaning in the emission- 
damaged pine areas because additional harm to stands 
already under stress can quickly lead to collapse. There are 
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indications 0: complete changes in the behavior of hereto- 
fore harmless or neutral pest species and populations 
which already in the foreseeable future will make appro- 
priate prevention and contro] measures necessary. New 
critical values for the obligatory institution of control 
measures for the well-known large-scale forest pests have 
already been established. The tolerance margin in a self- 
regulating system has been considerably restricted by the 
intrusion of foreign substances. All aspects of preventive 
forest protection are to be meticulously observed. This 
holds true for those aspects relating to all insect pests 
breeding in tree bark and all large-scale pests that feed on 
pine needles. The areas permanently infested with and 
damaged by the pine sawfly, the pine looper moth, the pine 
lappet moth, the pine beauty moth, and the nun moth are 
almost identical with the areas of emission damage. Addi- 
tionally, the pine-shoot moth, the European pine-shoot 
moth, the pine-shoot tortrix moth (fam. 7ortricidae), and 
the pine-shoot pyralid moth (fam. Pyralididae) can also be 
very detrimental to tree vitality if they are constantly 
present. Critical importance attaches therefore to all mea- 
sures designed to protect the health of the woods in 
emission-plagued areas, including a wildlife management 
policy that accommodates the requirements of forestry in 
those areas. Furthermore, the relevant legal and occupa- 
tional health regulations which are important for overall 
economic management tasks are contained in the eco- 
nomic management guideline. 


Tables and summaries are included in the appendix to 
this guideline that should be helpful to the specialist in 
addressing the issue of damage level classification, dis- 
tinguishing between damage zones, tree variety selec- 
tion, classification of nutritional levels of various 
nutrient elements on the basis of pine needle analyses 
that have been conducted, the selection of herbicides, the 
most important criteria in tending young growth and 
stands, and in the monitoring of insect pests injurious to 


pine. It was formally resolved that the implementation of 


the guideline on the management of emission-damaged 


pine forests is also to be monitored in the framework of 


the annual forestry budget audit. 
HUNGARY 


Beck, Economic Chamber Blame Government for 
Crisis 

25000382 Budapest FIGYELO in Hungarian 

6, 13 Jul 8Y 


{Article by Tamas Beck, minister of commerce, and Peter 
Lorincze, Hungarian Economic Chamber executive secre- 
tary: “Near the Whirlpool’s Edge: the Degrees of Restric- 
tion—Stringency Alone Is Not Enough”; first paragraph 1s 
FIGYELO introduction] 


[6 Jul p 5} 


[Text] A medium range government program is being 
prepared. Its intent is to fully depart from the 1980's 
economic policy followed thus far. Those of us who have 


ECONOMIC 31 


dealt with the economy in one way or another feel that 
“the Hungarian owner of an estate is poorer than he 
should be as compared to his estate.” to borrow a chapter 
title from Istvan Szechenyi’s work “Hitel” [“Credit”}. 
We also carry burdens—quite a few of them—which we 
ourselves have placed on our shoulders, according to the 
authors of this study of the economic processes of the 
past 6 to 8 years. The study 1s published in this and in 
neat week's issue of FIGYELO. 


Today's economic picture is extremely disquieting. In all 
probability the economy has fallen into the stagflation 
Stage. Industrial production declined during the first 
quarter of 1989 by 1.7 percent; to top this off, within the 
processing industry—slated to be the engine for evolu- 
tion—moderation was substantially greater than 
average. The possibility that some of the enterprises will 
seek the path of least resistance and find their way out in 
the form of price increases 1S a realistic threat. And it is 
understandable in the context of their continuously 
deteriorating solvency situation. It 1s conceivable that 
commercial firms will offset vee nominal price increase 
by holding back on the volume of purchases. This wall 
cause domestic sales opportunities to narrow further. 
And in the framework of CEMA relations the traditional 
Bucharest pricing principle and the inflationary ripple 
effects upon domestic enterprises present tasks beyond 
our Strength. If we say that we are dangerously close to 
the edge of the whirlpool, perhaps we will be taken 
seriously. If we fall into the whirlpool, the spiral will pull 
us down with an increasingly accelerating force. 


Today: the ‘Third Wave’ 


In essence, we are witnessing today the “third wave of 
restrictions. The first phase had as tts goal a reduction 
in investments, but the standard ot living of the populace 
had to be preserved. This was the goal, at least. The 
known consequence of it was technological backward- 
ness, the fact that we were completely left out of the 
technological revolution that had its start in developed 
market economies tn the aftermath of the first oil price 
explosion. By the middle 1980's, however, restrictions 
alone were insufficient. Thus the second phase began: 
The living standard of the populace. in particular of 
those living on wages and salaries, declined, and the 
tolerance level of the populace was at a minimum (This 
is evidenced by political documents.) Despite this expe- 
rience, there continue to be no results. Thus, beginning 
in 1987 i became necessary to administer the “third 
dose” of restrictions. It appears that this “intent” 1s 
being realized 


Accordingly, in the final analysis, despite the fact that 
the three phases of restrictive policies produced the 
logical effects, the national economy is in no better shape 
today than it was before. In fact it 1s in a worse situation 
than it was 10 years ago. Our relative te _— position, 
Our competitiveness has deteriorated. for a 
declining standard of living have been picky and 
the infrastructure, including public education and health 
care, has worsened. Despite the constantly repeated 
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declarations, during the decade of restrictions the much 
desired structural change has not reached the critical 
point. (On the contrary: Its mechanism has not been 
developed at all.) Important reform measures have 
served to deteriorate the relative position of the pro- 
cessing industry. By now it has become clear, of course. 
that structural change cannot be achieved by imposing 
mere restrictions and limitations. Thus today a break- 
through must be attempted from a starting point which 
will be more difficult in every way than it would have 
been a decade ago. Society has made heavy sacrifices 
without receiving any kind of value for those sacrifices. 


Criterion: Lack of Results 


The economic policy score card is extremely sad. That 
policy aimed for the strict control of purchasing power 
and for rendering enterprise access to one or another 
production factor more expensive. In part, that policy 
still continues to impose such restrictions. But it ts the 
lack of results that produces this score! Confidence 
between the entrepreneurial sphere and state economic 
management remains unchanged: It still does not exist. 
Not too long ago we forced an old mechanism upon the 
economy. According to indications it failed. The new 
medium range government program intends to represent 
a full departure from the past! For this reason it would be 
useful to review that program, even if in a sketchy form 
due to space limitations. 


The method we used was to compare the most significant 
positions taken by the Hungarian Economic Chamber 
during the past 6 to 8 years with the actual measures 
taken by economic management. In evaluating the sub- 
ject period one must consider the fact that already in 
those days, the chamber was one of the most important 
interest groups from the standpoint of economic policy 
and management. Its activities extended not only to the 
State, but also to part of the cooperative sector. For a 
long period of time the only serious, professional, and 
forceful voice of opposition in this regard came from the 
chamber. In presenting the following analysis our goal is 
not to find self-justitication on the basis of the idea “we 
told you so.’ We are far more interested in the lessons 
learned from the process. As we shall see, the Hungarian 


Economic Chamber (formerly called the Chamber of 


Commerce) continuously provided indications and cri- 
tique. Its views, however, were not taken into consider- 
ation. This is a matter of fact. In the second part c: the 
article we will be searching for the answer to the ques- 
tion: Why not? 


1985: Missed Opportunity 


During the period between 1979 and 1984 economic 
management often enjoyed a feeling of success. A 1.7- 
billion-dollar improvement in trading with capitalist 
countries was achieved, even though the achievement 
was a result of import restrictions. (As compared to 
1980, counting in dollars, exports subject to settlement 
in currencies Other than rubles increased through 1988!) 
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Since the import restrictions affected imports for pur- 
poses of improvements through investments, the contin- 
uous functioning of the economy at the previous level 
was assured. Even the standard of living could be viewed 
as having been “preserved,” though not in terms of real 
wages. Based on economic results, Hungary enjoyed very 
favorable press coverage in those days. With a little 
exaggeration one could say that from the standpoint of 
international tinancial circles Hungary served as a 
model. Under these circumstances, while debating the 
seventh 5-year plan, the chamber proposed that we begin 
invigorating the economy on a selective and a real 
market basis, by injecting foreign capital for certain 
targeted purposes. (At that time this meant mostly the 
assumption of credit.) Accordingly, this idea did not aim 
tor a general economic uplift. On the contrary. 


The intent was to define certain points at which a 
breakthrough could be achieved, and as a result of the 
continuing ripple effects of such a breakthrough, (like a 
“starter engine’) the entire economy could be brought 
into motion. The chamber’s view was based on its 
finding that in the mid-1980’s enterprises were not able 
to function so as to achieve the optimum number of 
“revolutions”. It also became clear that the capital 
needed for evolution and structural change could be 
provided only by Western resources. 


Economic management rejected the chamber’s recom- 
mendation at that time. It argued that Hungary’s inter- 
national reputation was good at the time. and that 
Hungary's external indebtedness should not be increased 
in order to preserve our favorable rating. Unfortunately, 
reyection of the idea of selective developmeni material- 
ized in the form of no industrial policy at all—that could 
be interpreted as a specific action plan. No breakthrough 
points evolved, nor did a mechanism for structural 
change (and counterdevelopment). In vain did the 
chamber continuously argue that an opportunity pro- 
viding an honorable retreat for “exhausted” cadres must 
be found. The beginning of spontaneous “invigorating” 
in 1985 also served to increase tensions within the 
existing structure. Untortunately, conclusions were 
drawn in a delayed tashion. Economic management 
leaders viewed 1985 as a “cuckoo’s e And the 
chamber proved that the process was consistent with the 
laws of economics. 


In examining the chamber’s positions in the given 
period, it becomes apparent that at that point the orga- 
nization was not trying to force standardized economic 
management. On the contrary: The chamber’s proposals 
supported experimental forms of wage regulations just as 
the so-called system of agreements. The chamber based 
its position on the idea that lacking general preferences, 
a larger sphere of movement for enterprises capable of 
dynamic development may be expected only as a result 
of such supplemental measures. (From among the 
“inventions” of that era the system of agreements con- 
tinues to survive in part: its elements were adopted by 
the export competition system.) The chamber supported 
the application of auxiliary elements despite the fact that 
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it recognized the adverse aspects of this type of rezula- 
uuon. There was no doubt that the bargaining mechanism 
gained strength, and the disorganization of cooperative 
relations appeared as a damaging side effect. 


Recognizing this problem the chamber urged that the 
so-called three market phenomenon be discontinued. 
The enterprises had to deal in a different manner and 
under difterent conditions on domestic, CEMA, and 
capitalist markets. And by necessity, dike locks had to be 
established at the points where these three spheres con- 
verged. This created constant tension. 


In the end, 1985 did not prove to be a cuckoo’s egg. In 3 
years the indebtedness level had almost doubled, so that 
ithad no ettect on technical development, evolution, and 
the structural change of the economy. This, of course, 
also reflected the effects of changes 1n the exchange rate. 


Distortion of Reform Vleasures: “AFA’ and *VANYA’ 


During the second half of the 1980°s economic manage- 
ment committed itself to several reform measures that 
the chamber not only agreed to, but had called for 
previously. It is also true that often, for a time dating 
back to the beginning of the decade, economic manage- 
ment did not take the chamber’s recommendations into 
consideration, and was not willing to make substantive 
decisions regarding these recommendations. Examples 
are the value added tax and the regulation of foreign 
investments. Insofar as the implementation of reform 
measures proposed by economic management were con- 
cerned, we may observe that the closer they came to 
practical implementation, the more vocal the chamber 
became in its critical positions. It is worth demonstrating 
this process in two examples. 


(a) General Sales Tax [AFA] 


In its 1987 position paper concerning the development 
of guidelines for a new system of enterprise and indh- 
vidual taxation, and ideas that evolved in the course of 
preparatory work, the Hungarian Chamber of Com- 
merce supported the idea of introducing AFA. (Back in 
1984 the chamber invited an FRG tax expert to examine 
the possibilities.) In his view reduced profit levels in 
business organizations would have been acceptable in 
response to the overall effects of tax reform. Neverthe- 
less, the coordination of profits with rational tax policies 
must ensure the enterprises’ continued ability to provide 
needed self-financing. Accordingly, the chamber acted in 
a manner consistent with logic when it suggested that 
until such time that tax reform is introduced, accumu- 
lated enterprise obligations (e.g. installment payments 
on loans, interest and benefit payments) be reconsidered 
under the new conditions. Unfortunately, economic 
management did not take this step even later, despite the 
fact that payment obligations that evolved under the 
earlier conditions and in the framework of new profit 
levels corresponding to new kinds of taxes produced a 
serious Clash. 
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As could be seen before, it 1s hardly surprising that the 
chamber felt that a moderation of profit levels in busi- 
ness Organizations was acceptable. International com- 
parisons clearly show that in developed market econo- 
mies industry 1s able to make a good living with profit 
margins below those of Hungarian enterprises, at 
between 2-4 percent of the selling price. This is because 
the excise ratios in those countries are well below those 
in Hungary. The chamber’s theoretical agreement was 
also motivated by the fact that upon the introduction of 
AFA the burden on investments would be clearly 
reduced, as can be seen in international practice. The 
chamber found this to be clearly desirable from the 
standpoint of technical development. 


With the introduction of AFA in mind, in June 1987 
economic management published so-called conversion 
price indexes and conditions for conversion. The enter- 
prises prepared themselves by using these, income cal- 
culations at the people’s economy level were also based 
on these. A few months later, however—fundamentally 
for budgetary reasons and 1n order to avoid the need for 
increased subsidies—price levels within the energy and 
base materials spheres remained unchanged, instead of 
declining as planned. In objecting tnstantly the chamber 
Stated that as a result of unchanged price levels in the 
energy and base materials spheres, competitiveness and 
the net income position of the processing industry would 
radically change. Nevertheless, no correction was forth- 
coming. 


Thus, economic management clearly surrendered the 
idea of linking the introduction of AFA to structural 
change. Let us add here that in the tinal weeks of 1987 
regulatory conditions were further tightened as com- 
pared to the earlier published measure, with regard to 
exports subject to settlement in rubles, for example. 
Similarly, it is well known that in order to moderate 
investment purchasing power, in the end the system 
permitted only the gradual rermbursement of AFA. 


At this point tt is worthwhile to quote from the cham- 
ber’s September 1987 evaluation of the manner in which 
conditions serving the implementation of the govern- 
mental work program take shape. “Tax reform and the 
system of income regulation built on tax reform includes 
several contradictions as compared to preliminary per- 
ceptions. The most important contradiction of these is 
that endeavors to improve the external and internal 
balance, and within that primarily the reduction of the 
budgetary deficit, are accompanied by continuously 
more stringent regulatory criteria ..., ... the number of 
exceptions and benefits is on the increase, and so 1s the 
circle of business organizations to which general regula- 
Lory conditions present a threat in terms of their needed 
minimum sphere of movement.... Implementation of the 
basic conceptions tied to the changing tax system were 
unsuccessful; discontinued taxes are replaced by new. 
direct taxes; alternatively the elements intended to be 
discontinued continue to be maintained (earnings tax, 
special tax).”” 
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(b) Entrepreneurial Profit Tax [VANYA] 


Based on the principle of competition neutrality, the 
chamber was in agreement with the introduction of this 
form of taxation. But the chamber presidium’s position 
related to this concept (June 1988) also specifies certain 
conditions. According to these, incentives to encourage 
structural change and to support successful technical 
developmental activities should be achieved through tax 
policy. At the same me the chamber also suggested that, 
paralle! with the introduction of the new tax, all taxes 
and payments having the character of a tax should be 
reviewed, regardless of whether those are paid out of 
profits or in the form of expenses. Thus, the chamber’s 
position primarily aimed for the termination of contri- 
butions for skilled worker training, rehabilitative 
employment contributions, central technical and devel- 
opmental contnbutions, and other taxes on production. 


But the needed clarification did not take place. Once 
again a short-term budgetary outlook dominated; in the 
end. despite protest by the entrepreneurial sphere, the 
5U-percent general profit tax rate was adopted. In 1989 
they even added a 4-percent supplemental tax to the 
50-percent tax 


[13 Jul p 5] 


| Text} In the second part of their article the authors trace 
the financial policy events of 1987-88. They envision the 
reason for fiascos in the fact that establishing a money 
market on the one hand, and retaining the concept of 
earmarking credits on the other is not possible. The 
direct result of this practice is a deterioration in relations 
between the government and the enterprises. 


It would seem that while economic management 
observes budgetary needs, the chamber consistently 
avoids this issue. By no means is this the case! One of the 
most frequently mentioned issues in documents pro- 
duced by the chamber is the budget situation. We may 
quote for example from the chamber’s position on the 
Hungarian Socialist Workers Party [MSZMP] Central 
Committee [CC] action program guidelines for eco- 
nomic and social evolution (1987). 


“The chamber attributes particular importance to the 
significant reduction of expenses incurred by adminis- 
trative and social organs in the future. One of the rather 
important areas in which budgetary expenses maybe 
reduced is the area of expenses incurred by organs which 
receive funding from the budget [as published]. A com- 
prehensive reform of public management should also be 
considered. A more rational division of labor must be 
established in financial policy. The budgetary role of 
financing the economy must be reduced, and the role of 
the monetary sphere must be strongly increased.... In the 
future, through the National Assembly and its commit- 
tees, as well as through councils, greater social and 
economic control must be exercised over budgeted 
expenses.... The chamber deems the coordination of the 
economy's real income processes, and the narrowing of 
the income regrouping role of the budget which has the 
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character of taking away funds from the “good ones,** as 
particularly important.... The chamber regards the con- 
cept of using realistic value measurements as the basis 
upon which economic management decides on the devel- 
opment of efficient enterprises, the stimulation of inef- 
ficient enterprises to modernize, and the denial of fur- 
ther protection to enterprises which do not produce 
results as the most important basic principle of economic 
management strategy.” 


An August 1987 chamber position paper uses similar 
language. The document urges thrifty budget manage- 
ment and more stringent policies concerning subsidies, 
while pointing out that a balanced budget 1n and of itself 
is not a goal: conditions for increased production must 
also be established. The position condemns all of the 
so-called governmental background institutions. 


More Revenues or Fewer Expenditures 


Incidentally, the chamber has urged several times that 
analyses define what causes the budgetary deficit, and in 
what ways processes deviating from the plan come 
about. Regarding midyear measures aiming to improve 
the balance, in July 1988 the chamber’s chairman wrote 
the following to the deputy prime minister in charge of 
economic management: “It is apparent that the motiva- 
tion behind the government's action is to improve the 
budgetary situation, without analyzing the causes of the 
deficit insofar as it deviates from the plan.” Under such 
circumstances the effect of endeavors to increase reve- 
nues threatens economic stability. 


Several times in 1988 the chamber presidium dealt with 
the budgetary situation. The chamber made specific 
recommendations on how to reduce the 1989 budget 
def it: It recommended reduced interest rates on both 
loans and savings deposits. Such measure would not only 
reduce interest subsidies on consumer loans, but would 
also moderate inflationary pressures on the economy. 
(On the other hand, quite naturally those who benefit 
from interest premiums, surcharges, and other forms of 
compensation would obviously lose.) 


Differences between the chamber’s recommendations 
and the measures actually adopted are remarkable. 
While the chamber’s recommendations aim to make the 
budgetary deficit disappear as a result of reduced 
expenses, the Ministry of Finance found the solution in 
continually increasing excise rates. (The chamber 
intends to begin heating up the economy (industry)!) In 
vain did the chamber call attention to the fact that in this 
way the spiral of excises will not only generate inflation 
but will also aggravate the spiral itself! In areas where 
enterprises are unable to cope with the general restric- 
tions, the necessary subsidies must be granted in a 
“grossified” form so as to include taxes. 


Characteristically, according to some estimates the 
actual average rate of the nominal 50-percent entrepre- 
neurial profit tax amounts to about 38 percent. This 1s 
because of extraordinary benefits granted in certain 
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fields. Such tax benefits, however, constitute the prelim- 
inary conditions for the viability of certain activities, 
and serve neither structural change nor the stimulation 
of exports. This is in contrast to the chamber’s recom- 
mendation, according to which benetits would be 
granted from profit taxes in the interest of accomplishing 
certain preferred goals of economic management. 


The Bomb Explodes 


One recommendation submitted several times by the 
chamber to economic governmental management in the 
middle 1980’s suggests that in the framework of financial 
policies the use of fiscal means should be reduced, while 
the use of monetary means should be increased. All this 
is closely related to the introduction of a two tier banking 
system. Both reform steps were implemented in 1987. 
Nevertheless, unfavorable practical experience was con- 
tinuously voiced in the chamber’s organizational meet- 
ings beginning in the spring of 1987. Although promises 
included a “free market” credit mechanism, in practice 
the mechanism was reininiscent of times when com- 
mitted planned economics were pursued. Characteristi- 
cally, the establishment of credit contingents, the defini- 
tion of amounts according to spending purposes, 
prevailed. 


The starting position of commercial banks was funda- 
mentally determined by the fact that economic manage- 
ment “handed down” to them cases involving enter- 
prises which experienced difficulties. Although real 
monetary direction would have obviously necessitated 
the selection of credit spending purposes on the basis of 
efficacy, we were not supposed to discuss such matters 
beginning in the spring of 1987. Moreover, beginning in 
December 1987, they rendered monetary policy through 
administrative means even more stringent. This took 
place in several steps. The “bomb” exploded at the first 
chamber presidium session of 1988. It is worth spending 
a few words on the analysis of debate that evolved in the 
ensuing few weeks between the central bank and the 
enterprise sphere. 


It became apparent that the central bank was able to 
work only with statistics pertaining to the circulation of 
money, as those apply to the economy as a whole. 
Considering their situation, however, and by logic, enter- 
prises were unable to use these statistics, because their 
concerns were specific. It also turned out that indexes 
applicable to the sphere of business organizations as a 
whole would have only limited use, also because half of 
the enterprises operate without credit. The situation that 
evolved in early 1988 differed from earlier concerns 
because in this instance primarily current asset credits. 
not investment credits, were at issue. As it unfortunately 
turned out, the situation of enterprises which made 
s_rious efforts to fulfill stated people’s economy goals 
deteriorated. Their need for current assets was increased 
by the increasing ratio of exports to capitalist countries 
within their total sales, and by the surplus of ruble 
imports. Business organizations, on the other hand, were 
struck in general by changes which clearly increased the 
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financial needs of enterprises. These include the intro- 
duction of AFA, the grossification of wages, and more 
stringent rules regarding the ruble. 


In the end, the early 1988 conflict subsided somewhat. 
Nevertheless, credit policies proved continuously unsuit- 
able to serve as a means for structural change. It became 
increasingly clear that conditions for monetary direction 
exist only in part. One cannot, for example, sustain the 
idea of predetermined credit spending purposes on the 
one hand, while on the other one wants to see a func- 
tioning money market. The well known means of mon- 
etary direction also functioned only in part. Open 
market transactions did not exist at all, while manage- 
ment regarded interest rates as a means of influencing 
insufficient credit demand. (Despite the fact that consid- 
ering producer price indexes and profits in proportion to 
capital, the price of credit in Hungary is rather high 
according to an international comparison.) 


Under such circumstances the money supply was 
adjusted primarily through the high rate of reserves and 
the tightening of funds for refinancing, while continuing 
to maintain the system of case by case evaluation. The 
Situation was aggravated by the fact that significant 
changes were taking place in the relative positions held 
by recipients of income. This process was analyzed in a 
February 1988 letter from the chamber’s chairman to the 
prime minister. The letter reveals that in 1985-86 the 
amount of “gross excises’ burdening enterprises 
exceeded the value of “cash flow”—pre-tax profits and 
depreciation write-off—that materialized in the eco- 
nomic sphere, while beginning in 1987 a net debtor 
populace evolved. In this way monetary policy further 
strengthened the existing tensions, and further reduced 
the enterprises’ sphere of movement. 


In March 1989 the chamber’s management met with 
central bank and commercial bank leaders in an 
expanded session. They determined that the financial 
problems of enterprises have their origins in the fact that 
budget oriented economic management continues to 
hold under its influence the monetary sphere, and the 
possible movement of monetary means is determined on 
the basis of fiscal priorities. “Banks and enterprises must 
stand united in replacing monetary restrictions with 
monetarism, the latter to be based on autonomy, self- 
regulation, liberalization, and deregulation. We must 
form an alliance so that with regard to providing credit 
and finance to the enterprise sphere—the only factor 
capable of renewing the economy—the residual principle 
does not prevail. So that excessive state budgetary 
spending is forced to stop and be reduced.’ So says the 
memorandum concerning the March conference. It is 
worth pointing out that by spring 1989 credit applica- 
tions pending concerned essentially supplemental money 
requests, meaning ultimately that economic manage- 
ment had failed to regulate purchasing power by imple- 
menting a strong restrictive policy. 
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What Purpose Could Stringency Serve? 


We could go on with the examples. It 1s beyond debate. 
however, that ambiguous reform measures caused 
damage without justifying expectations that their posi- 
tive effects could fully evolve. Regarding regulations 
slated to be pursued in 1989, the chamber’s presidium 
(in November 1988) made the following observations: 


—It called attention to the fact that part of the net 
income earned in the value producing sphere is once 
again withdrawn in the form of production costs, thus 
distorting the actual cost conditions and increasing 
inflationary pressures. The system of excises and sub- 
sidies was not simplified, instead further new excises 
of a tax character were introduced, alternatively ear- 
lier forms of excises reappeared under new names. In 


this connection the presidium urged that the clarity of 


the budget be improved, e.g. by segregating items 
having the character of subsidies, incentives, or 
accounting. 


—The presidium expressed its concern that measures 
which increase stringency in the framework of mone- 
tary regulation further increase the solvency problems 
of the enterprise sphere, which in turn disintegrate 
internal productive, cooperative, and delivery rela- 
tionships as a result of difficulties in effecting pay- 
ments. Thus the danger that value processes increas- 
ingly detach themselves from real processes 1s 
increasing. 


—In October 1988 the chamber’s vice chairman summa- 
rized the proposed plan as follows: “The consistency 
of the recommendations is uncertain, therefore eco- 
nomic processes may expand beyond the funding 
allocations which appear to be stringent (e.g. in the 
case of the balance of payment deficit or financial 
processes). 


All we can say today ts that unfortunately the concern 
was justified with regard to all of these issues. For the 
time being it remains inexplicable how the budgetary 
deficit increased during the first quarter of the year to 
double the deficit level expected. And it 1s beyond debate 
that production is stagnating. Thus far we have quoted 
only from chamber documents. Now we will present an 
excerpt from a document submitted by the prime min- 
ister to the National Assembly concerning measures 
intended to improve the 1989 financial situation. In it 
the prime minister assesses the situation that evolved: 


“In response to stringent financial policies a majority of 


the enterprises perform at low levels. The measures were 
not sufficiently stable and consistent to permit enter- 
prises Operating at a loss to go bankrupt, but they were 
sufficiently strong to disable efficient enterprises to 
develop at a rapid pace.” 


This ts the issue! During the single decade of restrictions 
good enterprises could not function at the optimum rate, 
while the bad ones could not be filtered out. We also 
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noticed the tact that responding to the failure of indi- 
vidual packages of restrictive measures, economic man- 
agement reacted by applying increased doses of the 
unsuitable medicine. During the summer of 1987 the 
prime minister honored the chamber presidium session 
with his presence. One of the speakers—a well known 
enterprise president. a witty debater and publicist— 
eapressed the lumited hope that as a result of the activi- 
lies of economic management his economic conditions 
would not deteriorate further, taking into consideration 
that ai the time his enterprise was furcuoning under 
relatively tolerable conditions 


Lack of Effects 


We cannot avoid asking the question why economic 
management did not take into consideration the indica- 
tions and recommendations made by the chamber in 
1983-s4 


—Resirictive means can be applied with relative ease. 
and their effects can be better calculated in the short 
term. With a few exceptions, the economic policy of 
the I¥80's may be characterized by a short-term 
outlook. disregarding long-term perceptions. 


—We cannot avoid taking into consideration subjective 
factors either. The apparatus serving economic man- 
agement—and part of the economic bureaucracy and 
enterprise management—did not achieve a profes- 
sional standing sufficient to enable it to manage a 
selective program aiming to invigorate a specific area. 
This 1s well proven by the repeated fiascos of senes of 
attempts to develop an industrial policy. 


—As a result of the fact that since 1985 the fundamental 
philosophy of government has been that if domestic 
demand and ruble exports are restricted, the break- 
through will necessarily start out in the direction of 
Capitalist markets, the chamber claimed in vain that a 
Significant part of products are unsuitable for such 
change in the market, and that in order to accomplish 
such change the processing industry would require the 
inyecuon of a massive dose of capital. 


—The system of restrictions ensured the continuation of 
the power position held by economic management, as 
a result of which economic management controlled 
the tate of a decisive majority of enterprises, even after 
the establishment ot enterprise councils. Removal of 
an apparatus accustomed to intervention would have 
deprived that apparatus of justification for its own 
existence. (All this 1s well exemplified in the context of 
wage regulations. Despite the fact that by 1989 the 
authorities in essence liberalized wage regulations, 
they continued with the supplemental tax tied to the 
0.5 coeflicient. as a sort of “rear guard.”’) 


—In the finai analysis, the measures recommended by 


the chamber—with the reduction of overly high levels 
of taxation and the selective invigorating of entrepre- 
neurship—would have represented a regrouping of 
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income in favor of the enterprise sphere, their accep- 
tance would have caused cuts in state budget expenses. 
(There were and there are increasingly growing polit- 
ical barners to placing further burdens on the popu- 
lace.) The affected state apparatuses did not favor 
performing this somewhat “‘self-liquidating”™ task. 


—During the 1980's there was a continuous deteriora- 
tion of mutual confidence between the government 
and the enterprise spheres. This was partly because a 
preponderance of restrictive elements applied by eco- 
nomic management evolved during the decade, and 
partly because beginning in the middle of the decade 
the government was able to fulfill the goals to which it 
committed itself on increasingly rare occasions. Under 
such circumstances we believe that it is reasonable to 
assume that the recommendations made by the 
chamber were accompanied by reservations. 


We repeat, the purpose of this writing is to support those 
intentions of governmental economic policy which 
express a need for new methods and new approaches. 
Only by following this path can an environment evolve 
in which enterprise actions and governmental work 
strengthen each other. This has not been the case thus far 
in the 1980's. It would be beneficial to avoid repetitions. 
This 1s what we want! 


Finance Minister Defends Restrictive Measures 


25000394a Budapest FIGYELO in Hungarian 
6 Jul 8Y p y 


[Interview with Minister of Finance Laszlo Bekesi by 
Emilia Sebok: *... Society Is Not Really Conscious of the 
Crisis”; date and place not given] 


[Text] Undoubtedly, the lead actor in last week's 
National Assembly session was Finance Minister Laszi« 
Bekesi. He presented three legislative proposals to the 
representatives, the most “dangerous” one pertaining to 
the implementation of the 1988 state budget. It was not 
only dangerous because reform proposals concerning the 
state household and the tax system counted only as first 
readings at that time. Signs of lack of confidence also 
manifested themselves in committee debate over last 
year’s budget. Many of the representatives commenting 
in Parliament regarded the final report as unacceptable. 
and there was a relatively large number of negative votes 
and abstentions. But in the end the representativ-s 
enacted the report concerning the 1988 budget into law. 


It would be an exaggeration to say that this vote reflects 
a restoration of confidence in the government, but a 
move away from the dead center of distrust could be 
sensed in the chamber. Insofar as this session was 
concerned, the finance minister won the battle, if not the 
heart of every representative. For this reason, during the 
recess we did not ask questions of professional concern 
from Laszlo Bekesi. Instead we asked him to evaluate the 
situation from the standpoint of confidence. 
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{Bekesi] Whenever we talk about the confidence of 
Parliament in the government, and thereby the confi- 
dence of the people in the government, we must Start out 
from the basic problem: No government is capable of 
quickly resolving decades of concerns that have deep- 
ened into a crisis, because not even the economy 1s 
capable of making a substantive turnaround. On the 
other hand, public opinion, and thus also the represen- 
tatives. manifest a need for great change. so that some- 
thing good can at last take place. However. the shoricom- 
ings of this government's direction were not the primary 
factors leading to the present economic situation. On the 
contrary: Under miserable conditions, this government 
is trying to make a determined departure from the past 
in every respect. And these are not mere words. In the 
short period of time since it took office, this government 
has taken several steps which have turned away from 
past practices. This is why I| asked the representatives, on 
behalf of the government as a body. not to render the 
government uncertain while exercising just criticism. 


Consistent governmental work must proceed with confi- 
dence, which may indeed be reviving. The resulting 
decisions will produce losers, and since we cannot count 
on a rapid economic upswing, tensions may become 
more strained. All these factors do not favor a deepening 
of confidence. But in the interest of crisis management 
we must introduce stringent measures, and the represen- 
tatives expect such consistent conduct from the govern- 
ment. The issue of confidence 1s rather complex 


[FIGY£&° O} Perhaps the Finance Ministry deserves the 
most criuicism among all the government organs. Many 
speak and write about fiscal and monetary terror and 
financial dictatorship. How do you feel as a new “terror- 
ist leader”? 


[Bekesi] Aside from all distasteful jokes, I indeed believe 
that I am not—that we are not—sufficiently “terroristic” 
in the sense that the rigor manifested thus far 1s insuffi- 
cient to achieve recovery. Incidentally. this can also be 
seen in the contradictory criticism leveled against the 
Finance Ministry. 


On the one hand they are talking about financial dicta- 
torship, on the other they charge us of being inconsistent 
and weak because, for instance, we did not force the 
liquidation of losing enterprises, and we were not tough 
enough on scaling down subsidies. Accordingly. even 
more stringent financial regulations would be needed. 


At any rate, the Ministry of Finance can provide only the 
means of implementation for the huge regrouping of 
income taking place in the Hungarian economy as a 
result of the financing of oversized state projects. For 
this reason the Ministry of Finance ts the No | target and 
culprit. Even though we accept this peculiar situation, 
the unfair attacks and qualified statements which disre- 
gard facts are extremely offensive. And there were exam- 
ples of these among comments made in Parliament. 


{[FIGYELO] But one could also sense that in accepting 
the proposals, many were showing confidence in the 
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person of Laszlo Bekesi, and not so much in the govern- 
ment. What circumstances threaten this confidence in 
you, which is also manifested by other forums? 


{Bekesi] | am truly honored if they indeed have confi- 
dence in me. But under today’s conditions it is not so 
easy to preserve that confidence. 


Extremely rapid political changes, power bargains, dis- 
tract attention from the economy and conjure up the 
false illusion that political changes alone will be capable 
of resolving economic problems. In this way it is more 
difficult to accept the economic measures from the 
outset. The truth is that while political change is indis- 
pensable, in and of itself it is not sufficient. 


Social tensions will be unavoidable if the government 
consistently continues to proceed on the path charted. 
Demonstrations for demands which are just but which 
cannot be fulfilled are on the increase. Considering this 
kind of public mood, the great danger is that the govern- 
ment will make concessions, perhaps even in response to 
demands made by Parliament. In the end this would 
incapacitate the government. 


Without intending to complain | must say that Hun- 
garian society is still not really conscious of the crisis. 
Even today, domestic consumption is greater than eco- 
nomic capacity would warrant. Under such circum- 
Stances people react to every action brought about as a 
result of constraint, as if the new government were doing 
something against society. We must consistently 
progress on the charted path, otherwise the entire 
country will become the loser. 


Proposed Rules for Competition, Pricing Viewed 
by Council of Ministers 


25000344a Budapest FIGYELO in Hungarian 
29 Jun 89 ps 


{Article by Dr Marta Nagy: “Competition in the Legal 
Framework”’; first paragraph is FIGYELO introduction] 


{Text} In changing to a market economy there is an 
indispensable need for the regulation of competition and 
pricing. The principles of these rules and regulations 
were submitted by the National Pricing Office to the 
Council of Ministers. 


The market economy model can turn into an uplifting 
engine only if freedom and purity of competition prevail 
in the economy. The regulation of pricing and competi- 
tion must be established in a manner that clearly opens 
the door to the functioning of market mechanisms, while 
establishing a framework of functional standards. 


Viewed in a broad sense, establishing pricing and com- 
petition rules in a market economy is a dual task. 


The functioning of market and competition freedom 
requires protection. Our present legal system lacks pro- 


visions for the institutional protection of the freedom of 


competition. This can be provided only by rewriting the 
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law on competition. Protecting the freedom of compet- 
tion should be understood to mean primarily the preser- 
vauion of competition neutrality, action taken against 
market distortions, the abolition of barriers to enterprise 
and competition, and the stimulation of enterprise 


On the other hand it also means protection against 
detormities created by automatic market reflexes, and 
against phenomena and conduct which are not in the 
public interest. In the interest of the purity of compet- 
tion, unfair practices in commerce must be prohibited, 
along with endeavors by businesses to limit the market. 
Quite naturally, all this must be accompanied by an 
appropriate institutional and sanctioning system. 


Free Competition 


Protecting the freedom and purity of competition ts a job 
involving the entire government. It is an organic part of 
economic reform. On the other hand, all conditions tor 
the functioning of a market economy must be established 
Simultaneously, so that the modern regulation of compe- 
tition and pricing regulation does not function in a 
vacuum. 


Quite naturally, changes can be introduced only gradu- 
ally. The transition must be implemented continuously 
along with the updating of legal provisions. 


Law No 4 of 1984 prohibiting unfair practices in com- 
merce (hereafter: TGT) provides fundamentally satistac- 
tory rules for the conduct of business in the framework ot 
a competitive economy. In the absence of a market 
economy, this law was unable to fulfill its purpose, even 
though it is necessarily based on market principles 
(because its aim is to provide rules of conduct in the 
market). Even if only in traces, the effects of this law in 
terms of molding an appropriate outlook are apparent. 
Even if the law was applied only a few times, it was 
nevertheless applied. Experience gained in the course of 
such applications may be taken into consideration when 
updating the law. 


In updating the rules of competition the TGT provisions 
also need to be corrected. On the one hand, conclusions 
reached on the basis of experience gained trom the 
application of the TGT must be incorporated. More 
important 1s the fact that the TGT does not or does not 
satisfactorily deal with issues essential from the stand- 
point of regulating competition. 


The principles of enterprising and of the freedom of 
economic competition should be fixed in the new con- 
stitution, together with the opportunity for recourse 
against state action restricting economic competition. 


The new constitution now being prepared should state 
that businessmen may freely choose areas of commercial 
activity and the organizational form in which they 
pursue such activity. Any restriction may be imposed 
only with due regard to the public interest, and only at 
the level of statutory law. This means that any legislative 
or regulatory action limiting or distorting the freedom of 





JPRS-EER-89-100 
7 September 1989 


economic competition may be challenged in the Consti- 
tutional Court. One should not foster illusions that as a 
result of such constitutional provisions state action 
restricting competition, or distorting market conditions 
(e.g. diversion of costs that would be incurred under 
market conditions) will cease to exist. This can be 
accomplished only through economic policy which rear- 
ranges the relationship between the government and 
enterprises, and the implementation of such policy. 
Certainly, however, the law exerts a coercing effect. 


Accordingly, the starting point for the new law on 
competition should be the above-mentioned constitu- 
tional provision, On the basis of such constitutional 
provision the law on competition should provide that 
State and social organizations, as well as persons doing 
business, must respect the freedom of enterprise and of 
economic competition. This freedom may be limited 
only by law. The direct conclusion one may reach on the 
basis of this provision 1s that in order to achieve confor- 
mity in la ‘s, the examination and modernization of a 
significant bv dy of laws is required. Accordingly, decrees 
and regulations below the level of statutory law which 
restrict Competition must be reexamined, and must be 
either revoked, or must be expressed in terms of statu- 
tory law, provided that such provisions are substantially 
warranted. Further, restrictions on competition 
expressed in the framework of statutory law must also be 
reexamined, and must be discontinued to the extent 
possible. 


Rules pertaining to the prohibition of unfair competition 
also require refinement and expansion. 


Court action based on such rules must be facilitated and 
the rules of conduct must be expressed more clearly. (For 
example: [It is not warranted to limit the application of 
defamation of one’s reputation to cases involving com- 
petitors. With regard to certain prohibited activities— 
defamation of reputation, expropriation of the name of a 
business, violation of business secrets—provisions must 
also be made for the protection of personal rights.) 


Cartels May Also Be Useful 


One of the most important tasks is to establish excep- 
tions from under prohibitions related to anticompetitive 
activities and to the prohibition of cartels. As a general 
rule, the law on competition should not prohibit cartels. 


We recognize that cartels represent one form of cooper- 
ation in the market which inhibits competition, but 
along with that, cartels may also be useful. Behind this 
we discover the dual nature of competition. On the one 
hand, competition is indispensable because it enforces 
efficiency. On the other hand: Increasingly keen compe- 
tition may cause significant loss to society. 


The following activities should be exempt from cartel 
prohibitions: agreements whose purpose it is to forestall 
abuse of superior economic power; export cartels, pro- 
vided that they do not produce anticompetitive effects in 
Hungary and do not conflict with obligations contained 
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in international agreements; and small cartels in which 
the joint market share of parties to an agreement does 
not exceed levels established by law. The law is based on 
an assumption that the anticompetitive effect of such 
agreements ts small compared to anticipated advantages 
resulting from cooperation. To this extent, the natural 
Organization of the market may be acceptable. 


Based on case by case considerations and evaluations, 
certain other agreements may be exempted from cartel 
prohibitions. In these it should be proven that the 
advantages flowing trom an agreement outweigh the 
disadvantages of limiting competition. Performing such 
evaluations would be the function of the office of com- 
petition and cartels (the name of this office has not been 
decided; we will revert to its functions later). Short of 
such exemption, agreements inhibiting competition may 
not be reached, or if they are, such agreements are null 
and void because they are contrary to law. 


In the interest of protecting competition, agreements 
which have the character of cartels must be reexamined 
prior to the effective date of the law. (We will note here 
that the actions of the office of competition may be 
challenged in court. This should also mean that determi- 
nations refusing to grant exemptions may be challenged 
in court by parties intending to reach an agreement, and 
that determinations granting exemptions may be chal- 
lenged by other parties unfavorably affected by the 
anticompetitive agreement.) 


A New Office To Replace the Old 


The control of mergers is a new element of the law on 
competition. Such provisions are required because by 
virtue of the combination of assets, businesses may exert 
a definitive influence on others active in the market. In 
such cases the office of competition would examine the 
adverse effects of a merger upon competition in the 
market, and determine whether the resulting advantages 
or disadvantages are greater. 


Abuse of superior economic power is also prohibited by 
the TGT. It is necessary, however, to define in detail the 
meaning of the term “superior economic power,” and to 
establish clear standards. As a general rule, the proposed 
law regards the market share of a given product in excess 
of 60 percent as superior economic power. Refusal to 
enter into an agreement, the stipulation of a unilateral 
advantage, and the frustration of the enforcement of 
rights stipulated in the agreement constitute prohibited 
conduct. 


In order to uphold the principles of the law, a series of 
procedural issues must be dealt with. This task may be 
accomplished only in the subsequent phase of legal 
development. One may consider the development of the 
institutional framework for the regulation of competi- 
tion only after completion of legal development. Having 
taken into consideration domestic and international 
experience we may state that the oversight of competi- 
tion could be best performed by an office capable of 
protecting the freedom and purity of competition, and 
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parallelling that, of dealing with pricing issues which 
emerge as a result of rules of competition and of govern- 
mental economic policy. 


The activities of the office would extend to the tradi- 
tional market of goods and services. Banking affairs, 
insurance, the stock exchange, etc. are excluded from the 
authority of this office by definition. Beyond these 
functions the office must not be entrusted with any task 
having the character of managing the economy, because 
the distorting influence of any partial interest should be 
avoided. 


Anyone whose competitive interests are adversely 
affected will be able to initiate proceedings at the com- 
petition and pricing office. Beyond that, the office 1s 
obligated to initiate proceedings on its own, if it becomes 
aware of anticompetitive situations. Quite naturally, the 


office may acquire such information also in the course of 


performing its Own market analyses. 


Determinations rendered by the office are subject to 
challenge in court. Beyond its own sphere of decisional 
authority the office may file criminal complaints 
regarding matters specified by law, may initiate rule 
violation proceedings, and may assess monetary fines. 


Liberalized Prices 


In the framework of enforcing the law on competition 
the Constitutional Court and the Administrative Law 
Court will have their respective functions in adjudi- 
caling matters aimed to counter determinations ren- 
dered by the competition and pricing office. (This is 
because the Constitutional Court has jurisdiction based 
on the future constitutional provision concerning the 
freedom of competition, and the Administrative Law 
Court can provide recourse against determinations ren- 
dered by the competition and pricing office.) The accu- 
rate definition of these matters must be accomplished in 
the context of the procedural provisions of the law on 
competition and of the regulatory provisions pertaining 
to the above-mentioned organizations. 


Free pricing 1s indispensable to competition. This 
freedom may be limited only on the basis of provisions 


contained in the law on competition (the prohibition of 


unfair business practices, the provisions concerning car- 
tels, mergers and monopolies). In other words, under 
market conditions prices may be found objectionable 
only if formed in violation of rules of competition. This 
represents a fundamental change as compared to the 
present day practice, in which state power viewed the 
management of prices by the authorities as the orga- 
nizing principle. Accordingly, there is a need for a 
fundamental rearrangement both in terms of rights and 
outlook, both of which must, by all means, be affirmed 
by law. 


State organs may become involved in pricing only if 


societal and economic interests unavoidably demand it, 
or if state organs find that part of the market is func- 
tioning in an imperfect manner. 
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Beyond the provisions contained in the law concerning 
prices, the law also protects the evolution of prices free of 
abuse through the institutions established by the law on 
competition. (Simultaneously the rules for pricing and 
government rules pertaining to unfair pricing will be 
revoked. ) 


According to our proposal, state organs may directly 
interfere in price formulations when such prices affect 
one-third of all sales. This represents further liberaliza- 
tion if compared to today’s threshold of about 38 per- 
cent. 


Mandatory, advance announcement of price increases 
will apply to a somewhat narrower sphere than today. 
Consultations regarding prices as a means of direct 
intervention by authorities will be discontinued. In its 
place there will be nonbinding mediation concerning 
conduct related to pricing policies. Under the new con- 
ditions consultation will serve as the mutual forum for 
reconciliation between governmental and entrepre- 
neurial interests; as such it supposedly will have a more 
favorable effect on economic development than the 
present method based on the position of power. 


Jamburg-Tengiz Investment Project Analyzed, 
Approved 


Final Cost Unknown 
25000375b Budapest NEPSZABADSAG in Hungarian 
l4 Jul SY pP 6 


[Article by Szilvia Hamor and Judit Kozma: “We Will 
Not Unveil the Secret: How Much Will Soviet Natural 
Gas Cost; Do We Need It?” first paragraph is NEPSZ- 
ABADSAG introduction] 


[Text] Jamburg, Tengiz. These names of two Soviet 
settlements conjure up in the Hungarian public mind 
more than merely distant regions, more than well paid 
work performed under very difficult’ circumstances. 
They represent not only the workplaces of several thou- 
sand Hungarians;they also remind us of the fact that 
once again we are trying to obtain energy at an extremely 
high price and with a substantial deficit in the frame- 
work of the Hungarian-Soviet natural gas agreement. 
What is the reality? This 1s what we are trying to find out. 


An Equation With Several Unknown Factors 


Pursuant to the agreement signed in late 1985 the 
Hungarian state provides an advance credit of 758 
million rubles worth of labor and goods to the Soviet 
Union, in the form of an investment contribution. In 
return, the Soviet party delivers to Hungary 37 billion 
cubic meters of natural gas. This year the volume of 
natural gas delivered is 500,000 cubic meters, next year 
it will be | bilhhon. In 1992 the Soviets will deliver 1.5 
billion cubic meters, and beginning in 1992 and ending 
in the year 2008, each year they will deliver 2 billion 
cubic meters. At this time one cannot tell whether there 
will be a contingent beginning in 1995, one that defines 
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natural gas deliveries for 5 years, and if there is one, 


whether we would receive the 2 billion cubic meters of 


natural gas as part of the contingent, or in addition to the 
contingent. 


The first item in the contract calls for the periormance of 


260 million rubles worth of construction and assembly 
work. This includes the establishment of a residential 
camp in Tengiz, as well as the assembly of two oil and gas 
enrichment plants made of equipment purchased or 
manutactured by the Soviets. According to the Council 
of Ministers this will cost about 45 billion forints (this 1s 
how the | 73 forint per ruble exchange 1s figured), and we 
have performed between 18 and 20 billion forints worth 
of labor already. 


The second item of the agreement calls for the delivery of 


309 millon rubles worth of Hungarian manutactured 
machinery between 1986 and 1990. According to present 
calculations a ruble is worth 26 forints, in other words 
this exchange rate is somewhat below the daily rate. 


Under the third item we ship 174 million rubles worth of 


machinery and materials originating in Western coun- 
tries, and we provide 15 million rubles worth of foreign 
exchange credit in the form of convertible currencies to 
the Soviet Union. At this juncture of the agreement one 
should not forget that $1 represents 60 kopcks according 
to the official Soviet exchange rate. (This, then, renders 
the value of goods to be delivered worth about $317 
raillion.) According to data received from the State 
Development Institute [AFI], thus far we have delivered 
and provided 5.4 billion forints worth of machinery and 


credit, which the Soviets recognize as the equivalent of 


77 million rubles. Calculations show that the average per 
ruble cost of labor index in forints will be 87. (The 
official price of the transferable ruble today 1s 29 forints.) 


Taken as a whole, the idea that the Soviet Union would 
increase its natural gas deliveries during this plan period, 
and that it would not discontinue such deliveries later on 
(the agreement is unclear in this respect,) costs us 66 
billion forints, but only in theory, because we are paying 
that amount out of credit received, therefore the interest 
we pay is not negligible. 


A so-called Jamburg Fund—J AGA—was established to 
finance the cont: act. AFI controls work performance and 
pays the ente'prises for work performed and goods 
exported. In turn, Vegyepszer, the prime contractor 
makes the Soviets recognize performance. For purposes 
of paying the enterprises AFI obtains its money from the 
Hungarian National Bank. Interest must be paid on that 
money. Beginning this year the price of natural gas 
received from the Soviets flows into JAGA Whether the 
state budget will take its cut in the form of a production 
differential tax is not yet clear. This issue 1s irrelevant 
from Hungary's standpoint. But if we examine the 
returns on the Jamburg agreement the issue is not at all 
irrelevant. 


To cover the 190 million rubles worth of convertible 
currency segment we receive credit in dollars for 14 years 
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from CEMA’s International Economic Cooperation 
Bank. We must begin repaying that loan in 5 years. (This 
credit should also be understood in the framework of a 
0.6 ruble-dollar multiphier') 


lt is self-evident that Soviet payments are made in the 
form of natural gas deliveries. But just how much gas 
there will be in reality is uncertain as of today. The 
volume of gas to be delivered hinges on the prevailing 
world market price of natural gas, and on the issue of 
whether CEMA’s system of setthkements applied at 
present will be in force that long. At the time the 
agreement was reached calculations were based on stip- 
ulations that the Soviet Union would pay off the credit 
received in five and a half years. On the basis of current 
data, installment payments will be made for 7 years, 
provided that the system of setthements remains 
unchanged and the price of natural gas does not increase. 


Experts believe, however, that the fact that (by conser- 
vative count) the labor cost of a ruble is 80 forints in the 
framework of the Jamburg agreement, says nothing 
about the efficacy of the agreement. One cannot disre- 
gard the amount we would otherwise have to pay for 
energy resources which could substitute natural gas, as 
well as the way world market prices of such energy 
resources Change. (At present, world market prices are 
more favorable than CEMA prices.) And further, one 
must count on the fact that in the upcoming years the 
mutual relative value of the dollar, the ruble, and the 
forint will change, and so will the price of natural gas 
produced in Hungary. According to information 
received from AFI, we would be receiving natural gas at 
world market prices if the ruble-dollar exchange rate 
would reverse itself. Accordingly, this is the point up to 
which Soviet natural gas deliveries pursuant to the 
agreement are economically efficient for Hungary. 


Say Something Nice or Nothing About Tengiz 


We have heard and read a iot about the heroic work 
performed under adverse circumstances in Tengiz. In the 
summer the temperature rises to 40-50 degrees celsius, in 
the winter it drops just as far below zero. Whenever the 
temperature is tolerable, the 3,000, 4,000 or 5,000 Hun- 
garians there must battle sand storms. This is what the 
Jamburg agreement means to those who work there. But 
what does it mean to Hungarv—expressed 1n short 
sentences and in bare numbers? 


The most “sticky” point of the agreement reached in lieu 
of Jamburg natural gas deliveries is the Tengiz invest- 
ment project. This work is performed and controlled by 
Vegyepszer, as prime contractor. The management of 
that enterprise learned about the signing of the agree- 
ment on the radio, according to which Hungary under- 
took construction and assembly work to be paid for by 
260 million transferable rubles. We were to construct a 
plant suitable for the purification and desulfurization of 
between 2 and 3 million tons of crude oil, together with 
additional investment projects. According to the agree- 
ment all materials and structures to be used for the 
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construction of the plant up to the last screw would have 
been provided by the Soviets. 


It was up to Vegyepszer to implement the 260- 
million-ruble agreement, and to reach inter-enterprise 
and private agreements. According to preliminary esti- 
mates the per ruble cost of labor would have been 173 
forints. This stunning amount comes about as a result of 
the fact that according to CEMA agreements the Hun- 
garian party may account for its costs only on the basis of 
pricing principles used in the Soviet Union. Accordingly, 
even when it comes to paying wages, the Hungarian 
party may charge only as much as, say, a Russian 
assembler would earn in Moscow or in Leningrad. 


The completion and delivery date for the two facilities 
was set for the middle of this year and 1991 respectively. 
Vegyepszer is able to comply with these deadlines, 
despite the fact that very early on it was found that the 
Soviets would not be able to deliver on some of their 





commitments. Thus the beginning was delayed by half a 
year, because plans were not prepared on time. It also 
became clear that if they ever wanted to complete the 
plants, even cement and crushed stone would have to be 
brought from Hungary. (The people at Vegyepszer are 
presently arguing at knife’s point to obtain several mil- 
lions of rubles in credits for contract provisions on which 
the Soviet Union did not perform.) 


Despite al! this, and despite forint devaluations that took 
place in the meantime and changes in the tax system, at 
present it seems that we will “get away” with labor in the 
Tengiz project costing 160 forints per ruble. Taken 
together, this represents a savings of 2 to 3 billion forints. 
Vegyepszer and the subcontractors were given an incen- 
tive to reduce costs to a minimum by providing that up 
to 160 forints, for each ruble saved they would credit 2 
forints to the firm, and 4 forints per ruble under 150 
forints. 
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According to Vegyepszer executives the Tengiz invest- 
ment project produced one great advantage nevertheless, 
one that could help on the rebound. A team like no other 
team in the world took shape! The members of this team 
are already familiar with conditions in Tengiz, they 
learned how to plan for such “conditions” and to work 
under those conditions. They are the ones who have 
experienced on their own what an investment project in 
the Soviet Union involves, and what it takes to imple- 
ment such a project on the basis of Soviet plans. And 
Tengiz is one of the treasure troves of the world, several 
Western consortiums are aspiring for its exploration. 
Preparations for a $6 billion investment project 
involving American, Japanese, and Italian firms has 
already begun. In all likelihood we will be able to take 
part in the implementation—based at this time on busi- 
ness considerations. 


Just how much the Tengiz construction will actually cost 
is not clear. Taken together, the less construction and 
assembly work we perform, the fewer forints it will cost 
us to produce a ruble. But just how much the total 
Hungarian investment will cost, just what amount the 
Soviets will recognize, will be revealed only in the course 
of the final settlement due in 1991. It is expected that at 
that time tough debate will take place between the 
Hungarian prime contractor and the Soviet customer 
once again. In any event, by now Vegyepszer is reaching 
private agreements with Soviet partners so that whatever 
is shipped to the Tengiz construction site in the form of 
goods will be treated as a fulfillment of construction and 
assembly work. 


A Representative From the Energy Lobby 


Not too long ago a National Assembly delegation trav- 
elled to Tengiz to obtain an on-site view of the work 
performed in the framework of the Hungarian-Soviet 
agreement for the exploration of the Jamburg natural gas 
tield. We asked Gusztav Lekai, Hajdu County represen- 
tative and member of the Industrial Committee, con- 
cerning his findings. He happens to work for the hydro- 
carbon industry and, if only indirectly, he is interested in 
the subject matter. 


{Lekai} Of course, they could accuse me of lobbying, but 
a person who must stand fast to ensure the security of 
energy provisions day and night, summer and winter, 
must be a bit biased. In addition, it is in the national 
interest not to have energy restrictions, and that natural 
gas supplies do not fall short. 


in Hungary we are consuming more than 11 billion cubic 
meters of natural gas. Of this volume 7 billion cubic 
meters are produced in Hungary, the rest is imported, 
and those imports come from the Soviet Union. In order 
to enable these deliveries the pipelines, pressurizers, and 
other equipment were constructed in the framework of 
the Orenburg Cooperation, prior to the Jamburg Agree- 
ment. This equipment is capable of delivering even more 
natural gas than it does today. And we need more natural 
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gas; projections indicate increased natural gas consump- 
ton, and it is primarily the consumption by the populace 
that is increasing in a dynamic fashion. At the same time 
domestic natural gas production is on the decline; as a 
result of the gradual exhaustion of wells the domestic 
volume will be reduced to 6 billion cubic meters, and 
later to 5.5 billion cubic meters per year. As a result of all 
this we reached an agreement by which our Soviet 
natural gas imports would increase by 2 billion cubic 
meters annually. 


[NEPSZABADSAG] Was the agreement preceded by 
efficiency calculations? Did the decisionmakers examine 
other alternatives? 


{[Lekai] Regarding substitution: In our judgment no 
substitution was possible. A network of natural gas users 
has developed; the populace likes to use natural gas, 
more and more people are changing from for example 
electrical energy use to natural gas, mainly because the 
latter is cheaper. On the other hand, insofar as sources 
for natural gas are concerned, we did not see calculations 
Suggesting another alternative. 


[NEPSZABADSAG] What did you find at the site? 


[Lekai] First of all we heard people arguing. In our view 
this is a result of shortcomings in the agreement. 
Although we received evaluations in advance, we did not 
receive a copy of the agreement. We will be able to see 
the agreement as part of the industrial committee debate. 
We were informed of the agreement, of course. 


We found several problems in the agreement. On the one 
hand the interest rate on the credit we provided is an 
unrealistically low 4 percent. Since the Hungarian party 
is also forced to take loans to ensure deliveries, and since 
the interest rate on these loans is far higher, this serves as 
a source of deficit from the outset. Accordingly, a new 
agreement should be reached regarding the interest, so 
that interest rates are raised to at least the same levels we 
are paying to others for credit. 


A further problem: The Soviet Union ts paying 760 
million rubles in the form of natural gas deliveries over 
the course of 7 or 8 years. The agreement calls for 20 
years of cooperation, and requires the delivery of 37 
billion cubic meters of natural gas altogether. The con- 
cern is that the agreement settles the compensation issue 
for the subsequent 10 to 12 years after completion of 
these deliveries in a very cavalier fashion. Although it 
states that we will deliver goods in lieu of natural gas, the 
kinds and value of goods will be agreed upon in annual 
plan reconciliation negotiations. This is a grave mistake, 
because it creates uncertainty from several points of 
view. In theory, it may happen at any time that we 
change over to convertible currency settlement in the 
Hungarian-Soviet relationship. Under these circum- 
stances the offsetting conditions would become incalcu- 
lable. Another source of uncertainty is the fact that a 
Soviet party may ask for “hard” goods. We cannot 
prepare ourselves to deliver such goods at that time. 
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Accordingly, we recommend that the government ini- 
tiate action to make the agreement specific. 


[NEPSZABADSAG] The most inefficient part of the 
cooperation is the Tengiz construction. What can be 
done? 


{Lekai] Construction and assembly work must be held 
down to a minimum. It is apparent that between 30 an.’ 
40 million rubles worth of work cannot be fulfilled out of 
a 260 million ruble fund. There 1s a verbal agreement to 
the effect that this must be settled by way of delivering 
goods, but this agreement is not evidenced by a memo- 
randum. 


In the final analysis it is Our judgment that Hungary 
needs this business by all means; it needs to receive 
natural gas from the Soviet Union. Although the project 
is very inefficient, we did not find a more efficient 
alternative. We will recommend the earliest possible 
completion of construction and assembly work, at the 
same time the work performed out there provides very 
good references for new business ventures. There appear 
to be opportunities for such ventures. According to 
information we have, the Soviet Union intends to coop- 
erate with American firms in exploring natural gas at 
Jamburg. Hungarian firms may join in such ventures on 
an entrepreneurial basis, through enterprise agreements. 


lt appears that after Bos-Nagymaros, Tengiz will become 
the focal point of public concern. For this reason we 
recommend that the government inform Parliament 
concerning the status of this large investment, and in this 
way public opinion may also obtain true information 
concerning the agreement. 


[Box, p 6] 


It seems that not even on the basis of this bouquet of 
Opinions encompassing many viewpoints can we estab- 
lish with absolute certainty whether the Hungarian 
econoniy could do without natural gas from Jamburg, 
meaning: whether there are other, cheaper sources for 
natural gas, and whether such sources offered them- 
selves. Certain lessons may be learned, however. 


The key sentence which contains the lesson 1s this: Even 
at this price, although it is not economical, Soviet natural 
gas is needed. This sentence suggests that economic 
decisions are not motivated by efficiency considerations, 
but instead by natural necessities. Their basis 1s not to be 
found in how one could invest money so as to “make” 
even more money, instead it is found in the idea of 
whatever is missing should exist, pursuant to the 
autarkic rules of management. This consideration— 
characteristic not only in the context of natural gas— 
necessarily leads to this finding: “It will cost whatever it 
will cost.” Instead we should be thinking of the fact that 
world markets do not appreciate the cost of using natural 
gas acquired at such high prices, all the burdens created 
will be borne by the populace, regardless of whether 
these burdens appear in the form of higher natural gas 
prices or growing budgetary deficits, because the latter 
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also strikes the populace. Accordingly, decisions like this 
deteriorate economic efficiency, and increase inflation. 


Whatever can be put in order should be put in order in 
terms of the conditions governing the Tengiz investment 
project. Accordingly, this is one of the things that must 
be accomplished. This alone will not suffice, however. In 
the absence of changing the basis of our economic 
decisions there necessarily will be other Jamburg deci- 
sions. And this is what should be avoided most of all. 


Legislators Find Tengiz Indispensable 
25000375b Budapest NEPSZAVA in Hungarian 
15 Jul 89 p ll 


[Unattributed article: ““Tengiz Indispensable: ‘Deszan- 
tos’ representatives’ View Before the Industrial Com- 
mittee of the National Assembly] 


[Text] Members of the National Assembly Industrial 
Committee found themselves in a familiar situation 
yesterday. They were supposed to express their views on 
a report concerning an ongoing large investment project 
which devours huge sums of money, and for which work 
performance represents a contractual obligation pledged 
by Hungary a long time ago. At this time they had to 
discuss the construction work at Tengiz. The under- 
taking, in which Hungarian firms construct a crude oil 
processing plant in Soviet Tengiz, pays in advance for 
huge Soviet natural gas deliveries to take place later. 
Insofar as the Hungarian party is concerned, work pro- 
gressed well during the past 4 years, but from a business 
standpoint our enterprises are struggling with countless 
disadvantages. The government has sought to obtain 
ideas on how to proceed from the representatives 


The task proved not to be simple: Budapest representa- 
tive Pal Gagyor moved at the opening of the session to 
remove the issue from the agenda. 


His motion was supported by only one representative, 
the rest rejected it. In particular the ‘deszantos’ repre- 
sentatives protested the motion. Four representatives 
were given that name. Not too long ago they visited 
Tengiz where they formulated views concerning the large 
investment. Gusztav Lekai, Hajdu-Bihar County repre- 
sentative, and Jozsef Duda, Borsod County representa- 
tive, stressed the fact that the government needs the view 
of the Industrial Committee. 


The third “deszantos,”” Budapest Representative Laszlo 
Morvai, emphasized that based on his findings made at 
the site, Vegyepszer is acquiring for itself a good reputa- 
tion in the eyes of French, West German, and Canadian 
firms working there. Aladar Juratovics, Csongrad 
County representative, pointed out that despite 
numerous disadvantageous details related to the large 
investment, Hungary needs the oil and gas expected as 
payment for the work performed. 


Peter Medgyessy, deputy prime minister, pointed out 
that in Hungary today public opinion views all large 
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investments with suspicion from the outset. In earlier 
days tightly knit groups made decisions concerning large 
investments, excluding the public. Further, Medgyessy 
explained that the weak points of the agreements—the 
low interest rate paid on Hungarian credits, the disad- 
vantageous settlement of assembly work, etc.—resulted 
from the obsolete CEMA mechanism. Accordingly, it 
would be important to modernize CEMA irom the 
standpoint of all large investments, and in addition 
Hungarians should endeavor to introduce “specificity 
and make supplements” to disadvantageous contracts, 
and wherever possible, to change such contracts. In the 
framework of the Tengiz investment we pay more than 
five times as much in labor for each ruble than the 
official exchange rate, but considering the present situa- 
tion, the huge volume of natural gas that will be needed 
in the future could hardly be obtained at a lower price. 


Industry Minister Ferenc Horvath quickly described a 
few of the difficulties that must be overcome by Hun- 
garian managers laboring on the project. They are strug- 
gling in heated negotiations to obtain payments for idle 
time due to the partners’ mistakes. It happens that the 
partners are delayed with certain work phases. They try 
to reduce their tardiness by urging Hungarians to hurry 
up. Hungarians in authority resist this practice. 


Szabolcs County Representative Miklos Biro pointed out 
that in his stock corporation he risks his entire fortune if 
mistakes are made. We would not have to debate over 
these contracts belatedly had this kind of responsibility 
been observed with regard to international agreements. 
Although the representatives liked the idea, aware of 
past constrained courses of action they did not agree 
with Miklos Biro. On the other hand, the Industrial 
Committee voted unanimously to adopt the government 
report. 


Cooperative Arrangements With Capitalists 
Examined 


25000345b Budapest FIGYELO in Hungarian 
15 Jun 89 p 9 


[Article by Bela Lakatos: ““Capital Cooperation: A For- 
gotten Form?” first paragraph is FIGYELO introduc- 
tion] 


[Text] An important question from the standpoint of the 
future is the role cooperation will play in addition to the 
existing new forms, such as joint enterprises, stock 
corporations, and other companies. The Economic 
Research Institute recently examined the cooperative 
agreements in existence between Hungarian and capi- 
talist enterprises. The analysis is based on the record of 
some 40 industrial enterprises, however earlier research 
in this field, as well as partial statistical observations, 
were also taken into consideration. 


Cooperative agreements encompass an unusually rich 
variety of cooperative forms. They range from hired 
labor to manufacturing and the sharing of manufactured 


ECONOMIC 45 


Cooperative Ventures in 1987 














Ut. 


1. Materials, parts, semi-finished products 
Il. Machinery, means of transportation 
Ill. Consumer goods 
IV. Food products 
Whole numbers: actual number of cooperative ven- 
tures 


products, from production based on licensing and know- 
how to joint research and development, to joint sales, 
and combinations of all of these. Regarding these agree- 
ments, the Hungarian government defined its “expecta- 
tions” at the macroeconomic level in 1970: 


¢ To accelerate technical development; 

¢ To increase convertible currency exports by begin- 
ning to manufacture saleable new products, and 

* The evolution of long range, stable production and 
business ventures which are exposed to a lesser degree 
to market fluctuations 


Consistent with the above, Hungarian economic policy- 
makers tried to contribute to the broader spread of 
cooperative agreements by granting a variety of benefits 
through both interstate agreements and enterprises pre- 
pared to cooperate. Hardly any cooperative agreements 
were reached between 1967 and 1974. Twelve agree- 
ments were signed in 1975, 16 in 1976, and 28 in 1977. 
In 1982 the number of new agreements exceeded 50. 


The distribution of cooperative ventures by type of 
activity and the actual number of ventures is shown in 
the graphic. It 1s based on incomplete statistical data. 


An overwhelming majority of the agreements are based 
on mutual deliveries. As the table shows, sales volumes 
correlate not only with the increased number of agree- 
ments signed. Increased sales volume is also character- 
istic of a majority of earlier cooperative ventures. 
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According to the data, the value of exports exceeded the 
value of imports, rather significantly in certain cases. As 
compared to the base year, the value of exports increased 
sevenfold, while the value of imports increased fourfold. 
In addition, except in a few of the years, the growth rate 
of exports exceeded that of imports. 


Altogether Between 4 and 5 Percent 


Accordingly, cooperative ventures contributed to the 
improvement of the trade balance. On the other hand, in 
terms of the total Hungarian foreign trade volume with 
nonsocialist countries, the ratio of deliveries made by 
joint ventures is not too significant. It amounts to 
between 4 and 5 percent altogether. Within this per- 


centage, however, there are great differences in terms of 


both branches and countries. 


Quite naturally, an overwhelming majority of capitalist 
firms seeking and establishing relations with Hungarian 
partners come from Hungary's main foreign capitalist 
markets. According to incomplete data concerning 400 
cooperative ventures, firms from the FRG rank first, 
with almost half of the ventures. Austria ranks second, 
but Swiss, Swedish, Italian, and British enterprises also 
play a significant role. Accordingly, cooperative ventures 
are important factors in trading with the highly desir- 
able, most developed countries. 


In a majority of the more closely examined 40 coopera- 
tive ventures one finds various forms of cooperation. 
From among these !0 have the character of hired labor, 
18 are based on shared manufacturing, 12 on shared 
products, 12 on development, licensing and know-how, 
and 3 on sales. 


The fundamental condition for reaching cooperative 
agreements is the mutual interest of the parties in the 
agreement. In analyzing motivating factors, however, 
one finds a rather large difference between incentives for 
the Hungarian parties on the one hand, and capitalists 
on the other. Hungarian economic management is moti- 
vated among other matters by an endeavor to bring 
about technology transfer, which in turn would accel- 
erate technological development, production of market- 
able goods to increase exports or production of goods 
which substitute imports and thus improve the trade 
balance, the relaxation of pressures which call for invest- 
ments, and the establishment of stable market connec- 
tions. They tried to chart the path leading to the achieve- 
ment of these strategic goals in a manner consistent with 
the economic policy principles of the 1970's: through 
external means of power using methods of direction, 
such as designating trading partners, providing benefits. 
psychological pressure (“expectations”), and economic 
diplomacy, as if the market, and the need to structurally 
adapt to the market would not even have come to mind. 
On the other hand, in examining enterprise conduct in 
this regard, the picture is by far not that uniform. 
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Motivations 


Our examination shows that the following consider- 
ations played a role for Hungarian enterprises: 


e Enterprise capacity improves through technical devel- 
opment 

e The structure of manufactured products becomes 
more marketable 

* Relaxation of import restrictions provides a greater 
sphere of action for enterprises 

e Lasting relationships are formed with partners inter- 
ested in development 

e« Costs of investment, research, and development may 
be saved or reduced 

e Payment and financing become simplified 

e A direct relationship with the market is established 

e The enterprise receives separate travel funds 

e The enterprise satisfies the expectations of the supe- 
rior authority 


The following factors motivate capitalist firms to enter 
into cooperative agreements: 


« Having recognized the change that has taken place 
and the economic priorities, they are trying to secure 
or, 1f possible, to increase their market share through 
cooperative ventures 

¢ Ascompared with individual sales transactions, coop- 
erative agreements secure the market in the long term 

« The conversion of their own capacity to a more 
developed product 1s enabled 

e The extension of the life cycle of products in the 
declining or final stage, providing extra profits 

e« Additional income flowing from depreciated licenses 
and know-how 

e Products become competitive as a result of lower 
Hungarian prices 


Foreign Trade Volume 
(in millions of forints) 


Year Imports Percentage Exports Percentage 
of of 
previous Previous 
year Year 
1976 1,875.2 - 2,430.6 - 
1977 2,421.5 129.1 4,194.7 172.5 
1978 4,877.8 201.4 8,403.6 200.3 
1979 5,654.9 115.9 10,986.5 130.7 
1980 6,307.4 111.5 13,204.8 120.7 
1981 8,001.7 126.9 14,435.2 109.3 
1982 7,839.9 97.9 15,899.3 110.1 
1983 8,213.3 104.8 14,.677.2 92.3 
1984 8,561.0 104.2 16,657.0 113.5 
1985 8,236.0 96.2 21,035.1 126.3 
1986 8,106.3 98.4 17,768.1 84.5 
1987 7,705.0 95.0 16,174.0 91.0 
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Accordingly, the inclination of capitalist firms to enter 
into cooperative agreements was clearly motivated by 
market considerations. They were willing to enter into 
agreements if cooperation was part of their firm’s 
strategy, even if this required them to make temporary 
sacrifices. The capitalist state endeavored the same. It 
served the goals of its enterprises at the macroeconomic 
level. 


Considering their weight, motivations at the macro- and 
microeconomic levels varied, depending on the eco- 
nomic situation. Thus, for instance, in the contexi of 
Hungarian concerns at the macroeconomic level the 
effect exerted on the trade balance gained increased 
significance. On the other hand, data pertaining to 
agreements and sales in recent years show that a majority 
of Western partners were not willing to tolerate the 
consequences of this Hungarian concern. 


Obstacles 


The greatest obstacle in the way of consummating coop- 
erative agreements, and of further developing such 
agreements, is the difference between the factors that 
motivate the Hungarian and foreign partners respec- 
tively. Intensive cooperation with capitalist firms 
demands the constant increase of developmental invest- 
ments. Securing a relatively high level of technology by 
way of a One-time investment is insufficient to satisfy 
this demand. Keeping in step, a stable presence in the 
market demands dynamic development. As a result of 
the limited opportunity for development in Hungary, 
Hungarian enterprises are barely capable of following the 
continuous change demanded by the market. 


This is the main reason why a majority of cooperative 
ventures retained their original content and why within 
ventures the changes were more quantitative than qual- 
itative. Accordingly, while it was possible to accomplish 
a general improvement in the technical and technolog- 
ical level—the immediate objective of cooperative ven- 
tures—the situation 1s certainly not the same with 
respect to the strategic goal of changing the product 
structure. It is equally true that, disregarding a few 
exceptional cases, the lack of capitalists’ interest in 
accomplishing such change contributed to the situation. 
It appears that as far as the two parties are concerned, the 
difference in motivation may be defined in these terms. 
On the part of capitalists the interest is to retain the 
market and the actual performance of relatively low cost 
hired labor without the threat of emerging competition, 
as contrasted (at least theoretically) to the Hungarian 
interest of technical development and the need for 
structural change. 


As a result, the negotiating positions of the two partners 
are also different. The choices available to capitalist 
firms are substantially broader: They are able to select 
partners, they may choose to import as an alternative 
solution, and they may establish subsidiaries. As far as 
the Hungarian enterprise is concerned, the available 
sphere of movement is substantially narrower, and the 


ECONOMIC 47 


enterprise has been forced to assume a constrained 
course of action in more than one instance, both in a 
technical and in a business sense. The attitude of Hun- 
garian economic management, which shows a preference 
toward cooperative ventures together with the accompa- 
nying economic and moral advantages, provided an 
indirect boost to the negotiating position held by capi- 
talist enterprises. 


Hungarian enterprises may come into difficult straits in 
the event that cooperative ventures are discontinued or 
possibly terminated. Unless a Hungarian enterprise has 
purchased licenses and know-how, production based on 
such licenses and know-how will cease. Hungarian enter- 
prises must provide not only for the utilization of their 
committed capacities but also for the necessary conver- 
sion of such capacities. For an extended period of time 
the Hungarian enterprise would relinquish its export 
market which it considered as secure, and would lose its 
right to use the trademark or trade name. These facts 
serve to deteriorate the negotiating positions of Hun- 
garian enterprises. This deterioration may be taken 
advantage of under given circumstances by the capitalist 
partner, particularly in the framework of prices. 


A majority of Hungarian enterprises engaged in cooper- 
ative ventures pay little attention to the economic effi- 
ciency of cooperation. Also in this regard there is a 
fundamental difference in attitudes manifested by Hun- 
garian and capitalist enterprises. The economic effi- 
ciency of cooperation is an inseparable part of the 
Strategy pursued by capitalist enterprises. Based on 
available data, import price levels evolving in the frame- 
work of cooperative agreements are higher, and export 
price levels are lower than direct imports and exports 
respectively. Quite naturally, there are some other fac- 
tors worthy of consideration in the process of estab- 
lishing prices: the effect exerted on technical develop- 
ment in general, the financial aspect of substituting or 
delaying the need to invest, the long-term security of 
effecting sales, the use of trademark (trade name), etc., 
resulting from introduction into the market and 
obtaining market information. 


New Situation 


In order to evaluate the efficiency of cooperative ven- 
tures One May compare these to cooperative ventures 
among capitalist firms. Regarding the latter, we are 
dealing with identical or approximately identical enter- 
prises in terms of technical and technological requisites, 
which have identical or approximately identical 
resources, and which possess the same market informa- 
tion and function in the framework of identical compet- 
itive conditions. Cooperative agreements between such 
firms express precisely this situation of equality, and the 
opportunity to choose between alternatives. These cir- 
cumstances are far beyond those simpler forms of coop- 
eration which evolve between Hungarian and capitalist 
enterprises. The importance of cooperation between 
capitalist enterprises is indicated by the fact that about 
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two-thirds of the capitalist foreign trade volume materi- 
alizes between enterprises within the sphere of interest of 
various multinational firms. Incidentally, the main area 
where cooperation between capitalist enterprises takes 
place is in joint development. This 1s almost exclusively 
the only method by which programs like the Eureka 
Plan, the Esprit Plan, or the British Alvey Program, etc. 
can be implemented. 


The facts prove not only that under today’s circum- 
stances industrial cooperative agreements may and do 
have a place in the arsenal of enterprise policy imple- 
mentation, but that such agreements are expressly indis- 
pensable, particularly in the implementation of longer- 
range strategic plans. Hungarian economic policy, on the 
other hand, is inclined to be one-sided. Today’s fashion- 
able watchword is the establishment of a mixed- 
nationality enterprise. Along with that watchword it 
appears that other possible forms of cooperation are 
taken into consideration to a lesser extent, even though 
in the final analysis the seeds of operating capital 
acquired from abroad are also present in well managed 
cooperative ventures. One cannot, of course, place an 
equal sign mark between the two forms, but overempha- 
sizing one of these forms will discourage, and will cause 
the loss of inclination in the participants of cooperative 
agreements, which has played a positive role in the 
economic history of the past | 5-20 years. The situation is 
similar with regard to the other form of attracting 
operating capital: transfer investments. We do not argue 
with the fact that these forms are more highly developed, 
but along with them, it would be a shame to forget about 
cooperation, as a simpler relationship which leaves prop- 
erty unaffected. 


It would appear that the choice of an appropriate form of 
cooperation should be left to the enterprises. Economic 
policy should provide conditions for making such 
choices by establishing the external circumstances and 
the actual market conditions. Regardless of what form of 
cooperation fits into an enterprise’s market strategy, in 
the final analysis all forms of cooperation serve the same 


purpose. 


Beginning in 1992 the Common Market may shed a 
different light on cooperative ventures. Supposedly, the 
cooperative connection may deserve special attention 
insofar as trade with Hungary’s most significant inte- 
grating partner is concerned. Given appropriate prepa- 
ration, this form may become the channel for an 
increased market share, for which the conditions may be 
established from the inside, at the enterprise level, rather 
than through the heavy-handed and prolonged path of 
negotiations between states. At the same time, however, 
the fulfillment of integration also renders the competi- 
tive situation more keen. It is precisely for this reason 
that Hungarian enterprises should now consider the 
development of a strategy (selection of partners, defini- 
tion of products, establishment of cost levels, technica! 
development, modernization and extension of contracts, 
etc.) which will provide an increased opportunity for 
cooperation in the most important unified market of 
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Hungarian foreign trade not subject to settlement in 
rubles. This also may provide a certain degree of protec- 
tion against the expected increase in protectionism. 


Opinion Polis Assess Outlook on Economy, 
Politics 


Crisis Resolution: Declining Confidence 


25000387b Budapest FIGYELO in Hungarian 
13 Jul &8Y p y 


[Unattributed article: “Popular Opinion of Govern- 
ment’s Crisis Management Policy”; first paragraph is 
FIGYELO introduction} 


[Text] Between 27 February and 21 March 1989 the 
Hungarian Public Opinion Research Institute surveyed a 
1,000-person representative sample of the country’s 
adult population by personal questionnaire. In the 
course of the survey—along with a number of questions 
pertaining to public life and to politics—they asked how 
people view the government's crisis management poli- 
cies, and to what extent they have confidence in them. 


The sharpening tension created by political and eco- 
nomic problems makes particularly exciting the extent to 
which public opinion regards the country’s leadership as 
capable of taking action, and the degree of confidence it 
has in the government's ability to manage the accumu- 
lated problems, and at the same time realize the increas- 
ingly urgent task of modernizing the country’s economic 
system in the current critical situation. 


In the context of the above questions, the March 1989 
Survey results are contradictory. While the popular 
assessment of whether the government is doing every- 
thing it can to lead the country out of its difficult 
economic situation has become somewhat more positive 
(the ratio of affirmative responses increased from 53 
percent to 59 percent since last November), pessimistic 
expectations regarding recovery from the economic 
crisis have become more widespread. Persons believing 
that the government will not be able to lead the country 
out of its difficult economic situation have increased 
significantly (15 percent of the respondents thought so in 
November, while in March the ratio had increased to 26 
percent.) 


Younger, higher educated persons and persons with 
occupations enjoying a higher prestige in society, 
residing in larger setthements—close to cultural and 
governmental centers—are more likely to believe that 
the government ts not doing all it can to lift the country 
out of us difficult economic predicament as soon as 
possible. By presenting a few pieces of data we will 
demonstrate the extent to which a difference of opinion 
and a shift occurs between the “lower” and the “upper” 
social strata. While last year 41, and this year 40 percent 
of persons with high + education believed/believe that 
ihe government is duiag everything it can to move “the 
carriage Out of the mud,” the corresponding ratio of 
persons with basic education (eight grades or less) is 50 
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In your view, is the government doing everything it can 
in the interest of leading the country out of its difficult 
economic situation as soon as possible? 
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percent and 70 percent respectively. Similar differences 
may be observed when comparing occupations. While 
only 39 percent of the intelligentsia and 42 percent of 
leaders trusted/trust the government in this regard, the 
corresponding ratio with regard to untrained workers is 
56 percent and 68 percent respectively. In comparing the 
data gathered at these two points in time, it is noticeable 
that since November 1988 mainly persons with disad- 
vantaged positions within their strata have changed their 
minds, meaning in other words that they are the ones 
who respect governmental efforts more. 


An interesting phenomenon may also be observed with 
regard to views on whether the government will be 
capable of leading the country out of its difficult eco- 
nomic situation. It 1; not surprising that higher qualified 
persons, those enjoying better positions in the hierarchy 
of social status, are more pessimistic. On the other hand, 
in contrast to the previous question, here we find that 
mostly the young, the higher educated, the intelligentsia, 
and those in leadership positions have changed their 
minds, and that they have done so not in a positive, but 
in a negative direction. While in the fall of 1988 (during 
Karoly Grosz’ minister presidency) 17 percent of the 
young, and |! percent of the older population; 12 
percent of those with basic education only, and 15 
percent of persons holding degrees; 15 percent of 
unskilled and trained laborers, and 17 percent of the 
intelligentsia and leaders felt that the government would 
be incapable of overcoming the crisis, in March 1989, 30 
percent of the young and 13 percent of the older popu- 
lation: 14 percent of those with basic education only and 
45 percent of persons holding degrees; 16 percent of 
unskilled laborers and 42 percent of the intelligentsia 
and leaders thought the same way. In other words, 
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Do you think the government will be able to lead the 
country out of its difficult economic situation? 
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during the 6 months that elapsed between the two 
surveys the structure of opinion became more polarized, 
because the views of persons enjoying a more advanta- 
geous social standing has become far more pessimistic. 
Pessimism about the inability of the government to 
overcome the crisis has increased by 30 percent among 
persons holding degrees, and by 25 percent among the 
intelligentsia and leaders. 


With regard to the change in view regarding the govern- 
ment’s crisis management and crisis resolution poli- 
cies—taking into consideration our other related find- 
ings—we presume the following conditions: 


Last spring the public considered the country’s economic 
difficulties to be far more serious than it did in any 
period during the past year. In November 1988 only 36 
percent of those questioned regarded our economic 
Situation as a crisis (33 percent) or as bankruptcy (14 
percent), while last spring this same ratio was 48 percent, 
and the view of persons enjoying higher standing in the 
social stiata became more critical. 


The populace does not expect a significant improvement 
in the economic situation for the rest of the year. 
Forty-eight percent of the persons asked believe that the 
economic situation will further deteriorate through the 
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end of 1989. (Among those, 14 percent envision signifi- 
cant deterioration, while 34 percent believe that the 
situation will worsen to a lesser degree.) An additional 23 
percent of the sample believe that the situation will not 
change, while 22 percent believe that there will be a small 
improvement. (Only | percent of the populace believes 
that the economy will improve significantly, and 6 
percent did not express an opinion in this regard.) We 
also find that the expectations of persons enjoying a 
higher status are far more pessimistic. Fifty-eight percent 
of persons holding degrees, 51 percent of persons with 
intermediate education, and 38 percent of persons with 
an eighth grade education or less expect some degree of 
economic deterioration through this year. 


All these data support the likelihood that the judgment 
of persons with a higher social status are more pessi- 
mistic regarding governmental stabilization and mod- 
ernization ¢ 1\deavors, because they envision our eco- 
nomic diffic Ities as far greater than those enjoying a 
lower status. hey do not regard recent economic policy 
measures imp >mented by the government as appropri- 
ately focused .o achieve the goal; they do not consider 
these as sufficiently radical to accomplish a turnaround. 
The way these persons formulate their views, the “‘objec- 
tive” evaluation of the economic situation, plays the 
more important role, as compared to the manner in 
which persons belonging to strata experiencing more 
adverse situations, to whom judgment is primarily based 
on confidence in the government. More candid govern- 
mental policies in recent times, more open acceptance of 
blame for past and present mistakes, and a feverish effort 
the government has made in seeking the way out of the 
crisis have increased confidence within all strata in the 
government's economic endeavors. This is reflected in 
the fact that within all social groups the percentage of 
those who believe that the government is doing every- 
thing it can to lead the country out of its present difficult 
economic situation has increased (although to varying 
degrees in the various social strata). 


It may be assumed that confidence in the government 
was greater in the spring of 1989 than in the fall of 1988, 
because people have more favorable attitudes toward the 
current prime minister. During the past 6 months Miklos 
Nemeth’s “favorable disposition” index rose by 10 
points, from 66 to 76 percent. This exceeds Karoly 
Grosz’ November “favorable disposition” index by five 
points, and is exactly the same as the “favorable “ispo- 
sition” index of Imre Pozsgay, considered tobe —_—aost 
popular politician. 


Pozsgay Wins Beauty Contest 


25000387b Budapest HET] VILAGGAZDASAG in 
Hungarian 15 Jul 89 pp 68-69 


[Unattributed article: “Public Opinion Poll On Political 
Mood: The People Are Still Scared”’] 


[Text] How do people view the main political events of 
the early summer? This question was asked from 264 
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Budapest residents by public opinion researchers (Laszlo 
Beck, Sandor Erdosi, Endre Hann, Guy Lazar, and Janos 
Timar). This survey is a continuation of the survey 
concerning the 16 June burial, which appeared in HVG 
17 Jun 89. 


Even during the last week of June, a majority of 
Budapest residents (78 percent of the survey population) 
regarded the burial of Imre Nagy as the most important 
domestic political event of the past weeks. The 23-24 
Jue session of the Hungarian Socialist Workers Party 
{MSZMP] Central Committee [CC] ranked second (54), 
while the trilateral political mediation negotiations 
ranked third (23 percent). 


Eighty-six percent of Budapest residents were aware of 
the CC meeting, while 77 percent were aware of the fact 
that negotiations to mediate were on their way. Fourteen 
percent of the latter group felt that social organizations 
on the “third side” are at equal distance from the other 
two sides, 50 percent felt that the they were closer to the 
MSZMP, while 27 percent placed them closer to the 
opposition. More often than the average, better educated 
respondents voiced the opinion that the “third side” is 
closer to the party in power. 


Of those aware of the CC session, 52 percent stated that 
they looked forward to the session with serious expecta- 
tions. Among MSZMP members and persons holding 
degrees this ratio was 67 and 64 percent respectively. 
Those who had some expectations from the meeting 
counted primarily on relieving Karoly Grosz (30 per- 
cent), and secondarily on the strengthening or the victory 
of the reform wing (19 percent). Ten percent expressed 
confidence that party policies would become clear; only 
6 percent believed that the party’s unity, and its capa- 
bility to act would be restored. (The remaining 35 
percent cannot be classified.) Mainly persons holding 
degrees expected the CC to dismiss the executive secre- 
tary. Advances made by reform forces, clarification of 
disputed issues, and the strengthening of party unity 
were expectations primarily of party members. 


Two-thirds of Budapest residents heard about the estab- 
lishment of a party presidium. Virtually without an 
exception these people were able to name the four 
members of the presidium. They felt that the actual 
power and influence of these leaders was by far not 
commensurate with the formal posts they are holding in 
the party. When the survey population was asked to rank 
the members of the presidium according to the degree of 
power they hold, Imre Pozsgay came in first, and Rezso 
Nyers second. When asked to rank the four leaders 
according to the degree of favorable disposition, the state 
minister, who also became the nominee for head of state, 
captured the first place even more clearly (see graph). 


Members of the MSZMP accepted the state minister to a 
lesser degree than the average (2.5), and rejected the 
executive secretary to a lesser degree (3.4). Within this 
group Miklos Nemeth acquired the first place (2.2), and 
Pozsgay shared the second place with Nyers (2.5). 
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The year 1956 was a political taboo for too long, and one 
of the peaks in the reevaluation process was the 16 June 
burial. As of today, the real significance of the process 
cannot be truly seen; for the time being an opportunity 
lends itself for the recording of direct impressions, as for 
example the fact that the daily schedule of Budapest 
residents w2s strongly influenced by the 16 June funeral 
proceedings. Altogether |2 percent of Budapest residents 
spent their day without becoming involved personally or 
through mass communication media in the events. Ten 
percent of the sample population took part in the funeral 
ceremonies held at Hosok Tere, for longer or shorter 
periods of time. Those who personally participated in 
the remembrance, spent an average of 3.5 hours at the 
square, meaning that the average size of the crowd 
during the 5.5 hours total duration of the ceremonies, 
must have been about 100,000 per ons. Thirty seven 
percent of Budapest residents listen © to on-the-scene 
broadcasts, while 78 percent watchea .ome of the tele- 
vision broadcasts. 


Consistent with the organizers’ preliminary ideas and 
recommendations, most of those who went to Hosok 
Tere in the morning also watched or listened to some of 
the broadcasts (The exception was | percent.) More men 
of 40 years of age and younger, and holders of academic 
degrees, took part personally in the funeral ceremonies, 
as well as persons with no membership in the MSZMP. 
On the other hand, radio and television broadcasts were 
listened to or watched mostly by women and by MSZMP 
members. Radio was the medium for the young, televi- 
sion for older persons. 


On the average, radio audiences listened for 2 hours and 
45 minutes, while TV viewers watched for 4 hours. 
Persons 60 years and older watched or listened for the 
longest time (for 6 and 4 hours respectively). Not only 
did more MSZMP members listened to the radio and 
television that day, they also did so for a longer period of 
time. 


Political intentions related to the Imre Nagy funeral 
manifested themselves to a significant degree in speeches 
delivered next to the bier and within Parcel No 301. A 
decisive majority of Budapest residents (87 percent) 
heard or read at least a few of these, while 53 percent 
paid attention to a majority of the speeches. 


From among those familiar with the contents of at least 
a few of the speeches, 66 percent stated that there were 
certain speeches they liked in particular, and 51 percent 
said that they did not really like one or another speech. 
People with personal impressions of the prevailing atmo- 
sphere at the memorial celebrations made fewer objec- 
tions to the contents, tenor, or style of some speeches. On 
the other hand, persons who (also) watched television, 
mentioned specific speeches in a positive or a negative 
context more frequently. Radio broadcasts had a much 
smaller impact, nevertheless whatever “effect” material- 
ized was contrary to that of television watchers: Persons 
following the events (also) on radio made fewer sup- 
portive or critical remarks. The direction opinions took 
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with regard to speeches was influenced most by the 
MSZMP membership: Among party members, 32 per- 
cent more than the average made remarks condemning 
the funeral speech.s, and 28 percent fewer than the 
average made commending remarks. 


Among those familiar with at least a few speeches, Victor 
Orban’s oratory triggered the greatest response: 28 per- 
cent of these people chastised the speech, while 2] 
percent praised it. In addition to Orban’s speech, memo- 
rials by Sandor Racz, Tibor Meray, and Bela Kiuraly 
commanded the attention of many. Even though to a 
lesser extent, opinions were also divided over the Racz 
speech: 10 percent did not really like it, while 8 percent 
liked it very much. Meray’s and Kiraly’s speeches 
received mainly praise. 


In such times laden with emotions and lacking in cha- 
risma, it 1s hardly a wonder that several political trends 
wish to inscribe their banners with the memory and 
ideals of a leading politician executed decades ago, who 
is now being ceremoniously buried. This fact, however, 
may raise questions in the public mind—and on occa- 
sion it does raise questions—as to who the true heirs to 
the disputed ideals are. Respondiag to the question of 
who are closest to Imre Nagy’s policies, 57 percent 
mentioned the reform wing of the MSZMP, 41 percent 
chose the (political) opposition, and 18 percent believed 
that it was the present political leadership. (The total 
number of percentages adds up to more than 100, 
because persons asked were allowed to respond with 
several kinds of answers.) 


Fifty-three percent of Budapest residents questioned 
thought that the time had come to declare 23 October a 
national holiday. Nevertheless public opinion is strongly 
divided, because 38 percent would find such a declara- 
tion inappropriate, and 9 percent had no firm view. 
Most of those who approved of declaring 23 October a 
national holiday were persons who regarded the events 
of 1956 as a just armed conflict, who qualified the Nagy 
government as a legitimate power, and who regarded the 
funeral on that day as a diversionary maneuver by 
today’s leadership and those who were not members of 
the MSZMP. 


A majority of Budapest residents senses that the past 
year’s changes in Hungary have left neither neighboring 
countries nor far away lands untouched. A majority keep 
track of countries which sympathize with, or are unsym- 
pathetic toward the Hungarian processes. Among coun- 
tries which sympathize with these processes Austria is 
mentioned most frequently (91 percent), followed by 
Poland (88), the United States (85), Yugoslavia (63), and 
the Soviet Union (52). At the same time, the Soviet 
Union was mentioned by most persons (35 percent) as 
the country whose relationship to changes in Hungary is 
contradictory. In the latter context Yugoslavia (26) and 
China (19) were mentioned in substantial proportions. 


People also keep track of countries which do not view the 
events in Hungary favorably. A sweeping majority views 
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Romania as One such country (96 percent), but many are 
also aware of Czechoslovakia’s (78) and the GDR’s (72) 
reservations. It is apparent that the Beijing events of the 
past weeks have also prompted 58 percent of the people 
to include China in this category. 


Part of the sample population questioned did not rule 
out the possibility that those hostile to the changes in 
Hungary could also decide to take more determined 
action. More than one-third of the people thought that 
one of the countries opposed to the changes in Hungary 
would intervene militarily; of this number 8 percent 
seriously thinks so, and 30 percent “just a little bit.” 
Essentially, this concern exists within the various strata 
of society in similar proportions: It appears that this 
concern is less dependent on sociological than on psy- 
chological factors. A larger than average number of those 
who see more countries as unsympathetic toward Hun- 
gary are concerned about a military threat; the same is 
true for those who sce Hungary's political mood as more 
tense than elsewhere. One additional matter is perhaps 
worthy of note: A smaller ratio (23 percent) of party 
members than party outsiders (41 percent) voiced such 
concerns. 


Lower Production, Price Increases Cloud 
Economic Outlook 

25000387¢ Budapest FIGYELO in Hungarian 
6 Jul 89 p 15 


{Article by Marton Peto: “Industrial Prognosis 1989°"} 


[Text] Gross production of industrial enterprises and 
cooperatives (not including the food industry) has 
approached last year’s levels. Following the pattern of 
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previous years, the thrust of base material production 
branches is on the increase, while the specialized 
branches within energetics are on the decline. The latter 
may be attributed in part to the favorable weather. 
(Graph I) 


Changes in the structure of trade in a manner consistent 
“ 1 Our intentions—the increased ratio of exports sub- 
ject to settlement in convertible currencies—have played 
a role in stagnating production. The first half of the 


Graph I: Industrial Enterprises and Cooperatives’ Gross 
Production Trend per Characteristic Groups of Industry 
(excluding the Food Industry) 
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1980's was characterized by a forcetul growth in exports 
subject to settlement in rubles, and a decline, and subse- 
quently an increase, in exports subject to settlement in 
convertible currencies. The latter was accompanied by 
stagnating domestic sales. During the second half of the 
decade, along with a dynamic expansion of exports subject 
to settlement in currencies other than rubles, exports 
subject to setthement in rubles declined, while domestic 
sales were maintained at an approximately even level. 


Enterprises are stimulated to increase their exports subject 
to settlement in currencies other than the ruble by occu- 
pational problems and concerns about utilization of capac- 
ities, as well as by the cyclical effects of the economy. The 
volume of exported industria! goods subject to settlement 
in currencies Other than the ruble expanded somewhat in 
excess of planned levels in 1989: the structure of such 
exports, however, changed in a manner contrary to our 
intentions. Responding to strong demand, foundry and 
chemical industry base material exports continue al a 
substantial volume for the time being. Also this year, 
machine industry enterprises have increased their exports. 
The exportation of finished products manufactured by 
light industry and the chemical industry are expanding at 
a below average rate. 


Economic policy constraints related to exports subject to 


Graph II: Industrial Sales Volume Trends (excluding 
the Food Industry) 
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settlement in rubles in the industrial enterprise sphere are 
beginning to prevail only in part. The volume of exports 
has declined, particularly because of the decline in 
machine and light industry exports. Domestic sales are 
slowing down in almost every branch. From the standpoint 
of wholesale and retail trade, mainly the chemical industry 
enterprises are increasing their deliveries. (Graph II) 
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The number of persons employed in industry has declined 
by between 3 and 4 percent. The decline will be greater in 
the foundry, mining, and machine industries, due to uncer- 
lainties at the workplace and the reduced utilization of 
capacities. Labor force supply and demand continues to 
vary by area as well as by trade. The net average income of 
employed persons ts increasing al a rate of between |3 and 
15 percentage points in excess of planned levels. In part, 
this is a result of higher-than-planned income levels 
recorded by enterprises, and of increased endeavors man- 
ifested by industrial organizations. Wage increases tre- 
quently precede developments. 


Due to increased base material and energy prices, foreign 
market effects, exchange rate devaluation policies, and the 
conveyance of costs through prices, industrial domestic 
producer price levels will increase between |2 and 13 
percentage points over planned levels. A wave of price 
level increases appeared in the early 1980's and then again 
toward the end of the decade relative to the specialized 
energetics branches, while the same appeared in the 
middle of the decade, but mainly in the late 1980's in the 
base materials producing branches. The relatively even 


Graph III: Domestic Producer Price Index Trend per 
Characteristic Groups of Industry (excluding the Food 
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price level increase in the processing industry (at an annual 
rate of between 2 and 4 percentage points) has virtually 
“taken off at the end of the decade, partly in response to 
the ripple effects of price increases and world market 
prices. (Graph III) 


Rearrangements in the income positions of enterprises 
continues. Price gains in the base material and special- 
ized energetics branches will be significant. In the pro- 
cessing industry, the machine industry, and in certain 
specialized branches of light industry profits are on the 
decline, differences between enterprises are growing, and 
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the number and proportion of loss operations and 
industry Organizations struggling with financial prob- 
lems is increasing in response to reduced production and 
to the ripple effects of price increases. 


Construction Enterprise Termed Victim in 
Taxation Dilemma 


25000345a Budapest FIGYELO in Hungarian 
15 Jun 89 pp 1, 8 


{Article by Arpad Hajnoczy: “Dutep’s Calvary in Africa: 
A Victim, Not a Loser”; first paragraph is FIGYELO 
introduction] 


{Text} The Construction Enterprise between the Danube 
and the Tisza Rivers (Dutep) is not a loss operation. Last 
year’s profits amounted to 167 million forints; neverthe- 
less, as a result of the prime minister's speech in Parlia- 
ment, word spread that the enterprise would be liqui- 
dated. A brief investigation revealed that liquidation 
could have been initiated only by the National Financial 
Control Office [Apeh] because the enterprise owes 220 
million forints in general sales taxes. And in order to 
understand this debt a historical U-turn is necessary. 


Once again I quote from the prime minister's speech in 
Parliament: “to an extent of $2.7 billion, the increase in 
the country’s indebtedness was also caused by contracts 
Suggested by its leaders, such as the Algerian and the 
Lybian investments.” And Dutep’s calvary is closely 
related to the fiascos the Hungarian construction 
industry suffered in third world countries. Because of its 
financial collapse the enterprise had to be reorganized in 
1985, and this highly troubling process has not actually 
ended yet. There are many reasons for reorganization. 


Enterprise president Dr Ferenc Fay lists among the 
primary reasons the losing Algerian venture and adds 
that it was not a Dutep venture. 


A 1978 letter written by the Construction and Urban 
Development Ministry, heretofore safeguarded in a 
vault, serves as proof. According to the letter: “I hereby 
designate the Enterprise to perform the lead functions 
and coordinating tasks preparatory to the construction 
of 2,500 apartments to be built in Algeria between 1980 
and 1984 in the framework of Algerian-Hungarian coop- 
eration, and to enter into a contract in the event that 
conditions are fulfilled.” Regardless of how one looks at 
it, the last word of the letter proves that in the final 
analysis the enterprise did not enter into this uncertain 
undertaking on its own. The letter was addressed to 
Henrik Dorner, the previous president, and was written 
during the period when Kalman Abraham served as 
minister, bui the letter was not signed by him. And since 
the incumbent president is unable to trace what took 
place 11 years ago, we cannot tell whether the then 
incumbent Dutep leadership lobbied to obtain the 
African contract. Because, after all, this may have 
appeared as a profitable venture in those days. Belatedly, 
of course, it may occur to specialists in fields other than 
construction that building on sand 1s perhaps a different 
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matter, and to put it mildly, even if they did not think 
about the odd customs in that region, those who signed 
the contract should have thought about the sand. In any 
event, because of the messed up Algerian investment, al 
present Dutep has a net debt of 1.1 billion forints. 


Two Algerian construction projects are involved: one in 
Annabai, the other in Soukh-Arashi. The tormer was 
completed on 31 March 1986 with great difficulty; as a 
result of loss accumulated in the framework of the 
Soukh-Arashi project, the National Central Credit Bank 
[OKHB) requested the Hungarian Chamber of Com- 
merce to mediate as a step preliminary to liquidation. 
This was consistent with legal provisions in torce at the 
time. Dutep had a choice: Either it would accept the 
more than |-billion-forint burden, or it would be liqui- 
dated. They chose the first alternative, and thus in 1988 
they began making installment payments for 9 years. 
Meanwhile, they succeeded in selling the incomplete 
construction at Soukh-Arashi to an Italian tirm. Nikex 
was the prime contractor tn that project. (And before 
anyone asks why this project is worthwhile for the 
ltiahans, permit me to mention a fundamental difference 
Hungarian currency is not convertible, while Htalian 
currency is. And since the Algerian dinar is artificially 
overvalued, the expenses of an investing enterprise take 
a different shape if they exchange their convertible 
currency at rates established by banks or, perhaps, at 
black market rates. Dutep had no convertible currency at 
all. And as long as we tally the odd hi, penings, permit 
me to publish a few. For example, the construction 
foreman was assessed a fine amounting to the equivalent 
of 10 million forints. The reason: During his travels to 
the two construction sites he crossed county borders 
without permission. No, the issue is not that they forgot 
to apply for a permit. The matter simply boils down to 
the fact that despite applications the Algerian authority 
did not grant the permit. Or, whenever a Hungarian 
construction foreman attempted to discipline—meaning 
direct—an Arab worker, he risked being deported from 
the country.) 


Now that we have made this parenthetical detour, let us 
return to the Annabai construction. In 1986 Dutep 
prepared a detailed report tor the government con- 
cerning this project. The essence of the proposed solu- 
tion was that all the tools and equipment should be left 
there because that was the cheapest solution. This alter- 
native was approved in 1988—it seems that the mills 
were grinding slowly—but meanwhile Dutep’s loss 
increased by exactly 252 million forints. 


This loss accrued because Dutep had to pay advance 
customs duty deposits quarterly for the value of the 
goods in Algeria; moreover, the protection and guarding 
of assets also consumed huge amounts of money. In the 
meantime Dutep was once again assessed large fines. 
And although the authorities subsequently acknowl- 
edged that these fines were levied illegally, lawsuits 
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pending in this case—before Algerian courts—are pro- 
ceeding al a snail's pace. In the course of 2 years, no trial 
date has been set for a single one of the three suits. Dutep 
could seek legal recourse through the Mixed Hungarian- 
Algerian Committee, but this committee has not been in 
session during the past 4 years. “It was a shame to do 
business in Algeria because, simply put: This is how 
conditions are in that country,” a resigned Fay says. 


It would be appropriate to ask why Dutep did not sell the 
fixed assets located in Annabai. Well, the original con- 
tract did not specify that Dutep could conduct commer- 
cial activities; selling the fixed assets would qualify as a 
commercial activity. And because Hungarians need not 
go far for a bit a shrewdness, it did occur to them to sell 
their fixed assets on the black market. Except for the fact 
that by the time they thought of it the Algerian police had 
Surrounded the Dutep colony. And once again they 
wrote countless petitions for permission to sell the fixed 
assets and the machinery in vain; the Algerian authori- 
ties refused to grant such a permit. 


The bottom line is that as a result of these matters the 
actual deficit in Dutep’s bank account amounts to 252 
million forints, and Dutep would like to demand that the 
state pay that amount. But the Ministry of Finance has 
informed the enterprise that it will not be possible to 
settle the loss incurred at Annabai with state funds. 


Act Ill of the story, which leads to the sales tax payment 
obligation not satisfied by Dutep, goes ‘ike this. On | 
December 1988 the OKHB revoked the short term 
credits it had granted earlier. It did so, quite naturally, by 
arguing that it was not willing to finance the loss incurred 
in Algeria. At the same time, Dutep was forced to 
withhold the payment of sales taxes precisely because of 
its solvency problems—since then the sales tax liability 
has been settlked—so that it could finance its activities. 
And so that Dutep would not cause the destruction of 
some 50 small entrepreneurs and subcontractors, just 
because they became insolvent. 


Thus, today Dutep is standing in line with 500 million 
forints. This situation could be helped if the bank would 
grant them a short-term loan. But the bank does not 
grant a loan as long as the Algerian indebtedness remains 
unsettled. Catch 22.... 


Thus far Dutep has fulfilled all its obligations specified 
in the reorganization agreement. The decentralized, 
reorganized enterprise has done a lot to achieve market 
orientation, financial interest, and direct lines of respon- 
sibility. “How should I say this ... liquidation would not 
be a winning agreement,” Fay says. ““The total indebted- 
ness of the enterprise amounts to 1.4 billion forints, 
while its assets are worth |.3 billion forints. We closed 
the year 1985 with a 341 million forint loss, but a year 
later profits amounted to 59 million forints, then 42 
million forints, and last year our profits were 167 million 
forints. Although, in order to present the full story, | 
should note that the latter figure may be reduced prob- 
ably by 30 million forints as a result of the outstanding 
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debts subject to litigation. Last year’s sales revenues 
reached the 3.7 billion level; half of it came trom 
construction assembly, the other half from building 
material industry activities. Dutep is a firm capable of 
Staying in business.” 


As far as we are concerned the only thing we would add 
is that it seems that Dutep’s staying power in this case 
does not exclusively and primarily depend on Duicp. 


Law Firm, FRG Consultants Form Management 
Assessment Service 


25000394c Budapest NEPSZABADSAG in Hungarian 
7 Aug 89 ps 


[Interview with Dr Gyorgy Koteles, head of the No 2 
Legal Counsel Work Cooperative and Patent Office, and 
Dr Gunther Gafton, West German co-president of 
Trebag, Ltd., by Andras Sereg: “X-ray and References: 
What the Mirror Will (Not) Show”: date and place not 
given} 


(Text) A West German consulting firm X-rayed an 
Austrian printing firm. The detailed examination cov- 
ered everything, from the firm’s organizational structure 
to the condition of all printing machines. Having com- 
pleted their work they presented their recommendation. 
It revealed the reason why, in their view, business was 
not going too well. A few months passed, and like a 
miracle the printing firm which was almost written off 
the books was able to increase its productivity by 30 
percent. 


But the story is not yet complete. The consultants 
learned that a similarly equipped printing shop exists in 
Hungary which performs even worse than the Austrian 
firm did before it was X-rayed. Soon thereafter the 
director of the consulting firm knocked on the door of 
the Hungarian enterprise. He told them that he was 
aware of their concerns, and that he was familiar with 
their machinery and the technology they applied. The 
consultant then offered to help in getting the enterprise 
back on its feet. Rather than accepting the offer, the 
director of the Hungarian printing enterprise became 
offended. He must have said: What does this German 
guy want, he has not even introduced himself, but he is 
already listing our mistakes. Thus the business proposi- 
tion ran aground. 


Hungarian ‘Bedrooms’ 


The consulting firm that lost out that time established a 
joint enterprise this year. It is called TREBAG, Ltd. 
Their partners are the No 2 Legal Counsels Work Coop- 
erative and Patent Office. 


[NEPSZABADSAG] How did this marriage come 
about? 


[Koteles] The Munich based TREBAG firm paid a visit 
to our offices, and after barely a month of negotiations 
we reached an agreement. Since we have been active in 
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the field of economic law tor years, this promised to 
become an interesting undertaking also from our stand- 
point—to complement our Hungarian experience with 
the background of a Western European consulting firm 
which we regard as modern. 


[NEPSZABADSAG] How do you divide your work? 


{Koteles}] We are looking up Hungarian firms who might 
like to have themselves and their capabilities appraised. 
The West Germans assist in this self-examination. An 
Outsider can see many things which would not even 
occur to us. For example, they asked the question of why 
every office in Hungary needs to have a “bedroom.” At 
first we did not understand what they meant. Then ut 
turned out that every office had a huge sofa with two 
armchairs. They do not have such furniture in their 
offices, all they have is a long conference table where one 
can sit and negotiate. By giving you this example | have 
tried to convey the idea that the X-ray process does not 
leave a Single stone unturned. 


[NEPSZABADSAG] Not even business secrets, | would 
guess. 


{Koteles] The name of the firm ts an acronym. Treuhand 
und Beratung, meaning: a confidential hand and 
counsel. They have been operating in many countries for 
quite some time, yet they have never made a business 
secret public. 


[NEPSZABADSAG] Hungarian enterprises would want 
to learn not only about their concerns and troubles, but 
also about their chances in the marketplace. They would 
like to become partners with strongly capitalized foreign 
firms. A favorable diagnosis in itself does not appear to 
be sufficient to accomplish this. 


[Koteles] If the relationship evolves favorably, the 
German consultants will help find a foreign partner who 
will provide capital. They either recommend someone 
from their own chentele, or they seek out the firm chosen 
by the Hungarian enterprise and find out whether such 
firms are suitable for cooperation. By using this method 
they can eliminate “fortune hunters” who wish to pur- 
chase the world with 5 dollars in their pockets. 


Open Gates 


Accordingly, the marriage was consummated rather rap- 
idly. The new venture which started out with a mere 2 
million forints of basic capital will not only provide good 
advice to its clients, but would also like to play the role 
of middleman between Hungarian and foreign firms. But 
what business is there in this for the representative of the 
parent firm? 


[Gafton] The economy its becoming increasingly interna- 
tional, and in our view Hungary has opened its gates to 
integration. We took advantage of this opportunity in 
establishing the joint enterprise. Interest exists on both 
sides; after all, not only we, but also the Hungarians are 
seeking Cooperative opportunities. 
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|INEPSZABADSAG] Do you have competition? 


[Gatton] We do, but our competitors work on a different 
basis: They work “out there,” and they perform mostly 
on large state contracts. Others, on the other hand, are 
opening independent offices in Budapest; in other 
words: They do not establish partnerships. Another 
important difference is that we specialize primarily in 
small and medium-sized enterprises. 


Who Is the Owner? 


[NEPSZABADSAG] What stands in the way of a more 
rapid influx of capital into Hungary, in your view? 


{Gafton] The first question is this: Who is the owner? If 
a capitalist wants to buy an office or a piece of land his 
primary concern is whether that office or piece of land 
will belong to him. State ownership is a concept which is 
difficult to understand, because an investor cannot really 
do anything with a use or management right. 


[NEPSZABADSAG] What are your first impressions? 
Did you find that Hungarian enterprises are partners? 


[Gatton] Signiticant differences in interest emerge when- 
ever a State enterprise establishes partnership relations 
with a foreign private firm. Hungarians often lack the 
proprietary interest. | see the other difference as being in 
leadership responsibility: as if healthy risk-taking would 
not receive sufficient recognition and support. | also 
have had some favorable experiences. The evolving 
political and economic reform favors the establishment 
of relations. | am optimistic also about the fact that the 
Hungarian enterprises X-rayed thus far have taken coop- 
eration seriously. 


Unicbank Receives Consortium Credit 


25000396c¢ Budapest HETI VILAGGAZDASAG in 
Hungarian 29 Jul 89 p 10 


[Text] The Budapest based Unicbank assumed a 10- 
milhon-dollar consortium loan in the international 
money market. The organizers and Union Bank of 
Finland, a Finnish commercial bank signed an agree- 
ment on Monday. At present, Hungarian commercial 
banks are not authorized to assume international loans, 
aside from the Hungarian National Bank, only financial 
institutions which operate in part with foreign capital are 
authorized to take international loans. These are Inter- 
bank, Citibank, and the Central European International 
Bank, in addition to Unicbank. More than two years ago 
Unicbank was established with 20 milhon dollars of 
initial capital, and with 30 percent foreign capital con- 
tribution. It obtained the [current] 3-year loan at five 
eights of a percent above the prevailing London inter- 
bank interest rate (Libor). These conditions are some- 
what more stringent than what Swedish or Danish banks 
in good standing could obtain, according to experts. The 
loan was put together by Finnish, Swedish, Danish and 
Austrian banks. It constitutes a revolving credit, 
meaning that during the 3-year term Unicbank may 
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“turn over” the 10 millon dollars several times. The 
bank's management indicated that the borrowed funds 
will be loaned out primarily to the bank's traditional 
chentele—including small- and medium-sized compa- 
nies, cooperatives and private entrepreneurs—in the 
form of foreign exchange credits for advance export 
financing, leasing and imports. Quite naturally, only 
those firms will receive foreign exchange loans which are 
able to repay these loans from their foreign exchange 
revenues. 


Soviet Photolab Joint Venture Announced 


25000396a Budapest NEPSZAVA in Hungarian 
27 Jul 89 p 16 


[Hungarian Telegraph Agency (MTI) report: “*Pozifort— 
New Joint Enterprise—Will Pay Off in Three Years’’] 


{Text} Under the trade name “Pozitort” a new Hungar- 
ian-Soviet joint enterprise was formed by Forte of Vac 
and the Leningrad Photosensitive Materials Factory, 
jointly with the Objective Service Cooperative as well as 
Chemolimpex Foreign Trade Enterprise. The new enter- 
prise will develop color film. 


In the framework of the Hungarian-Soviet joint venture 
a color photo laboratory will begin to operate in Lenin- 
grad. The enterprise received initial capital amounting 
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to 950,000 rubles or 27.5 million forints. Forte's 35- 
percent contribution is in the form of machinery and 
technology, while the Soviet Positive Photosensitive 
Materials Factory provided buildings and infrastructure. 
The Soviet Objective Service Cooperative agreed to 
collect films from communal organizations and from 
individuals, while Chemolimpex, with |-percent partic- 
ipation, contributed cash. 


Annual sales revenues for the joint enterprise are 
planned at the t-muillion ruble level, of which 350,000 
rubles (9.45 million forints) are expected to be distrib- 
uted in the form of profits. According to calculations, the 
joint enterprise will pay off the investment in three years. 


Enterprise With FRG To Recycle Synthetics 


25000394b Budapest NEPSZABADSAG in Hungarian 
3 Aug 8Y p 10 


[Text] The organizational documents for a Hungarian- 
West German synthetics processing limited liability cor- 
poration named RECYCLEN were signed yesterday [2 
Aug] in Budapest. Participants in the venture are: Pan- 
nonplast Synthetics Enterprise, the MEH [Trash and 
Garbage Collection} Trust, the Szeged MEH enterprise, 
and Chemolimpex, as well as the West German Agita, 
Recyclen, and Inter-Chemol firms. Their purpose is to 
recycle synthetic waste. 





END OF 
FICHE 


DATE FILMED 
A, (kT 


1164 








